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About This Edition
This publication provides illustrative financial statements and related disclosures for nongovernmental not-for-profit entities (NFPs), other than health care
providers. The examples contained herein have been adapted from actual audited financial statements of NFPs whose names and other identifying information
have been changed. This publication is published by the Accounting and Auditing Publications team of the AICPA and is intended to provide preparers and
practitioners with nonauthoritative practical guidance on such financial statements and disclosures.
This edition of the publication has been updated by AICPA staff to include certain changes necessary to keep this publication current on industry matters.
Relevant guidance contained in official pronouncements issued through May 1, 2013, has been considered in the development of this edition. Because the
effective dates of certain guidance may be after the date of this publication, examples reflecting the change in guidance may not be available. This guidance
includes the following:
• Financial Accounting Standards Board (FASB) Accounting Standards Update (ASU) No. 2012-05, Statement of Cash Flows (Topic 230): Not-for-Profit Entities:
Classification of the Sale Proceeds of Donated Financial Assets in the Statement of Cash Flows (a consensus of the FASB Emerging Issues Task Force)
• ASU No. 2010-20, Receivables (Topic 310): Disclosures about the Credit Quality of Financing Receivables and the Allowance for Credit Losses
• ASU No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP
and IFRSs
• ASU No. 2013-03, Financial Instruments (Topic 825): Clarifying the Scope and Applicability of a Particular Disclosure to Nonpublic Entities
• ASU No. 2013-06, Not-for-Profit Entities (Topic 958): Services Received from Personnel of an Affiliate (a consensus of the FASB Emerging Issues Task Force)

FINANCIAL STATEMENT EXAMPLES
The examples contained herein have been adapted from actual audited financial statements of NFPs whose names and other identifying information have been
changed. The entity names used in this publication are fictitious. Any resemblance or similarities to real entities is entirely coincidental and beyond the intent of
the author, the staff, and the AICPA. Many of these examples as printed here omit $(000) or $(000,000) from the original; this is not noted. Accordingly, some
columns and rows of numbers may not appear to add to the totals given; this is due to rounding. All years have been changed to reflect the current year as 20X2
(with 20X1 as the prior year and 20X3 as the succeeding year).
Some examples refer to the University or some other specific type of NFP. This merely reflects the fact that certain types of transactions and balances are found
especially often in the type of entity named. It is not intended to imply that other types of entities cannot use similar presentations and disclosures if
appropriate or that entities of the named type must use any particular format.
For the most part, requirements for the use of specific titles and formats of financial statements of NFPs are not set forth in the professional literature (For
example, FASB Accounting Standards Codification [ASC] 958-205-45-1 states, “The degree of aggregation and order of presentation of items of assets and
liabilities in statements of financial position or of items of revenues and expenses in statements of activities of NFPs, although not specified, generally should be
similar to those required or permitted for business entities. Particular formats for a statement of financial position, a statement of activities, or a statement of
cash flows, are neither prescribed nor prohibited in part because similar prescriptions and proscriptions do not exist for business entities.”). Current practice and
the statement’s purpose, however, suggest that a statement of cash flows only be titled “Statement of Cash Flows.” The example titles in this publication are not
intended to indicate that these are the only acceptable titles. (See also footnote 2 to chapter 3, “Financial Statements, the Reporting Entity, and General
Financial Reporting Matters,” of the AICPA Audit and Accounting Guide Not-for-Profit Entities [the guide].1 ) Also, the choice of a particular format (for example,
multicolumnar) for one statement does not limit the choices available for other statements as long as all required information is presented.
The guidance provided by FASB ASC 205-10-45 encourages, but does not require, the presentation of prior-year comparative financial information. Some of the
examples in this publication include comparative information; in the interests of space, not all do so. Some entities that present information in a multicolumnar
format choose to present only a total column in some or all statements for the prior period. If this is done, paragraphs 3.55–.57 of the guide should be consulted
for guidance.
Many entities follow the practice of including one of the standard phrases, “The accompanying notes are an integral part of these financial statements,” or “See
accompanying notes,” or variations thereof, at the bottom of each financial statement. Others insert references to specific notes near the captions or parts of
other notes to which the notes refer. Neither practice is illustrated here; entities should follow their own preferences in this regard.
Note that information in the disclosure examples in sections 6–7 often is related to both financial position and activities statements, so both sections should be
consulted for examples on various subjects.
1

References throughout this publication to the AICPA Audit and Accounting Guide Not-for-Profit Entities are to the edition as of March 1, 2013

Preface

v

P1: KNP
ACPA277-FM

aicpa-npo.cls

October 1, 2013

7:52

For example, disclosures about split-interest agreements refer to both the assets and liabilities associated with such agreements, as well as the related
contribution revenue. These sample disclosures are included in section 7 but are also relevant to section 6.

ORGANIZATION AND INTENT
This publication is organized to be used as a reference tool for presentations and disclosures for NFPs as follows:
Illustrative financial statements are presented in the following sections:
• Section 1 contains illustrative Statements of Financial Position.
• Section 2 contains illustrative Statements of Activities, including changes in net assets.
• Section 3 contains illustrative Statements of Cash Flows.
• Section 4 contains illustrative Statements of Functional Expenses.
Illustrative note disclosures are presented in the following sections:
• Section 5 contains illustrative disclosures—general.
• Section 6 contains illustrative disclosures related primarily to the Statement of Financial Position.
• Section 7 contains illustrative disclosures related primarily to the Statement of Activities and Related Statements.
Additional information is presented in the following sections:
• Section 8 contains illustrative financial statements prepared in accordance with special purpose frameworks.
• Section 9 contains illustrative information outside the financial statements.
• The appendix contains excerpts from the AICPA Audit and Accounting Guide Not-for-Profit Entities.
These disclosures are intended as nonauthoritative guidance only. Sample notes are not necessarily complete or unedited reproductions of the originals. In
some cases, certain disclosures may be missing from the sample statements or notes because in the originals, this information was provided elsewhere in the
statements or notes.
For further guidance on preparation of financial statements and related disclosures specific to NFPs, see the following:
• Subtopics 205–230 of FASB ASC 958, Not-for-Profit Entities
• AICPA technical publications
• AICPA Audit and Accounting Guide Not-for-Profit Entities
• AICPA Checklists and Illustrative Financial Statements for Not-for-Profit Entities
This publication is not a substitute for the authoritative pronouncements. Users of this publication are urged to refer directly to the applicable authoritative
pronouncements for further guidance.

Feedback
We hope that you find this edition of Not-for-Profit Entities—Best Practices in Presentation and Disclosure to be informative and useful. Please let us know. What
features do you like? What do you think can be improved or added? We encourage you to give us your comments and questions about all aspects of this
publication. Please direct your feedback to Christopher Cole, using the following contact information. All feedback is greatly appreciated and kept strictly
confidential.
Christopher Cole—Accounting and Auditing Content and Product Development
American Institute of Certified Public Accountants
220 Leigh Farm Road
Durham, NC 27707-8110
Telephone: 919.402.4844
E-mail: ccole@aicpa.org
You also can contact the Accounting and Auditing Content and Product Development group of the AICPA directly via e-mail at
A&Apublications@aicpa.org

vi
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Section 1: Statements of Financial Position

.............................

1.01 Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 958-210-45-1 states that a statement of financial position should
focus on the not-for-profit entity (NFP) as a whole and should report all of the following amounts:
• Total assets
• Total liabilities
• Total net assets
• Permanently restricted net assets
• Temporarily restricted net assets
• Unrestricted net assets
1.02 The multicolumnar examples in this section show the columns labeled with either names of entities (combining statements) or funds, but not classes, of
net assets. Although it is not prohibited to have the columns represent the net asset classes, in most cases, specific assets and liabilities are neither unrestricted
nor restricted, and any attempt to categorize them as such may result in arbitrary classifications without an objective basis. FASB ASC 958-210-45-6 states that
assets may be restricted by donors. However, restrictions generally apply to net assets, not to specific assets. Assets need not be disaggregated on the basis of
the presence of donor-imposed restrictions on their use; for example, cash available for unrestricted current use need not be reported separately from cash
received with donor-imposed restrictions that is also available for current use. However, cash or other assets received with a donor-imposed restriction that
limits their use to long-term purposes shall not be classified with cash or other assets that are unrestricted and available for current use.
1.03 All columnar format examples show the classes of net assets separately in the “Net Assets” section of the statement.
1.04 Accounting literature does not specify whether certain required information should be presented on the face of the statement of financial position or in
the notes to the financial statements. One example is asset valuation allowances. Some entities include them as part of the asset caption on the balance sheet;
others disclose them in a note. Allowances for uncollectible receivables are often included in the asset caption. Accumulated depreciation, together with details
of the components of fixed assets, is more often disclosed in a note. Other examples include information about the fair value of items carried at amortized cost
and the composition of the investment portfolio. Some entities present this information on the face of the balance sheet, whereas other entities include this
information in the notes.

Columnar Formats
1.05 The following is an example of a single-column statement for a large higher education institution. This statement includes amounts related to
noncontrolling (or minority) interests for which the institution is the general partner in private equity funds. In accordance with FASB ASC 958-810-45-1, the
amounts related to the noncontrolling interests are reported as a separate component within the appropriate net asset class, in this instance, unrestricted net
assets.
1.06 In addition, the change in net assets attributable to the noncontrolling interests is required to be separately presented in the Statement of
Activities.
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1.07
FGH University
Statement of Financial Position
at June 30, 20X2 and 20X1
Assets:
Cash
Accounts receivable, net
Pledges receivable, net, at fair value
Contracts in progress, principally U.S. government
Deferred charges, inventories, and other assets
Student loans receivable, net
Investments, at fair value
Noncontrolling interests
Retirement plan asset—overfunded status
Land, buildings, and equipment (at cost of $3,546,351 for June 2012; $3,406,169 for June 2011),
net of accumulated depreciation
Total assets
Liabilities and Net Assets:
Liabilities:
Accounts payable, accruals and other liabilities
Liabilities due under life income fund agreements, at fair value
Deferred revenue and other credits
Advance payments
Borrowings
Government advances for student loans
Accrued benefit liabilities
Commitments and contingencies
Total liabilities
Net Assets:
Unrestricted net assets controlled by the University
Unrestricted net assets attributable to noncontrolling interests
Total unrestricted net assets
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

20X2

20X1

$ 239,377
208,297
479,659
66,724
93,499
49,529
12,847,866
304,436
—

$ 131,471
261,206
385,885
68,411
71,735
49,757
12,236,531
282,041
113,715

2,497,711
$16,787,098

2,451,479
$16,052,231

$ 378,369
87,899
155,476
428,507
2,460,002
34,103
443,398
—
3,987,754

$ 366,161
84,225
124,848
389,478
2,467,825
33,754
198,209
—
3,664,500

4,584,516
304,436
4,888,952
5,297,554
2,612,838
12,799,344
$16,787,098

4,603,280
282,041
4,885,321
5,044,519
2,457,891
12,387,731
$16,052,231

1.08 FGH University has presented a line on the statement of financial position for commitments and contingencies. Because it is not required, some entities
choose not to present this line item.
1.09 The following example illustrates the combination of financial statements for two affiliated entities.
1.10
The BCD Foundation
Combining Balance Sheet
December 31, 20X2
Assets:
Cash and cash equivalents
Interest and dividends receivable
Investment sales receivable
Investments, at fair value
Contributions and other receivables
Program related investments, net
Property and equipment, net
Other assets
Total assets
Liabilities and Net Assets:
Liabilities:
Accounts payable and other liabilities
Investment purchases payable
Grants payable
Deferred federal excise tax liabilities
Postretirement benefit liabilities
Total liabilities
Net Assets:
Unrestricted:
Total net assets
Total liabilities and net assets
2
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The [Affiliated] Institute

Total

$ 98,232
3,153
114,327
5,475,443
300
109,448
70,209
5,960
$5,877,072

$ 6,320
—
—
—
1,522
—
61,475
3,257
$ 72,574

$ 104,552
3,153
114,327
5,475,443
1,822
109,448
131,684
9,217
$5,949,646

$

9,636
79,647
124,702
19,446
10,385
243,816

$ 6,779
—
(45,732)
—
17,284
(21,669)

$ 16,415
79,647
78,970
19,446
27,669
222,147

5,633,256
5,633,256
$5,877,072

94,243
94,243
$ 72,574

5,727,499
5,727,499
$5,949,646
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1.11 The following is an example of a statement presented in the “assets, less liabilities, equals net assets” format. This is especially appropriate when
liabilities are relatively small compared to assets, but can be used by any entity.
1.12
LMN Museum
Statement of Financial Position
June 30, 20X2 and 20X1
Assets
Cash and cash equivalents
Short-term investments
Accounts and other receivables
Grants and contributions receivable
Prepaid expenses
Inventories
Pooled investments
Beneficial interests in trusts, insurance, and real estate
Real estate
Fixed assets
Library, art, and garden collections carried at no value (Note X)
Total assets
Liabilities
Accounts payable and accrued expenses
Obligations under unitrust and annuity agreements
Asset retirement obligations
Commitments and contingencies
Total liabilities
Net Assets
Unrestricted net assets:
Available for operations
Invested in fixed assets
Beneficial interest in trusts and insurance
Funds held for investment
Total unrestricted net assets
Temporarily restricted net assets:
For program activities
For acquisitions
For fixed assets
Beneficial interests in trusts and insurance
Funds held for investment
Total temporarily restricted net assets
Permanently restricted net assets:
Beneficial interests in trust and insurance
Endowment
Total permanently restricted net assets
Total net assets
Total liabilities and net assets

20X2

20X1

$ 48,012,820
6,174,264
978,605
19,037,826
314,223
667,108
367,781,837
20,058,888
1,331,203
104,358,880
—
$568,715,654

$ 25,496,473
20,644,838
133,636
14,632,527
593,913
711,299
201,313,290
19,348,161
1,312,242
102,047,765
—
$386,234,144

$ 3,732,986
5,653,771
326,314
—
9,713,071

$ 2,602,637
5,452,959
1,659,094
—
9,714,690

796,625
105,363,769
2,439,001
161,286,500
269,885,895

754,931
103,819,205
1,504,050
18,348,021
124,426,207

8,513,818
906,184
10,446,012
6,827,873
142,286,956
168,980,843

8,387,485
712,786
2,097,517
7,219,585
116,512,285
134,929,658

2,041,982
118,093,863
120,135,845
559,002,583
$568,715,654

2,077,148
115,086,441
117,163,589
376,519,454
$386,234,144

1.13 The information regarding the components of unrestricted, temporarily restricted, and permanently restricted net assets could be presented in the notes
to the financial statements.
1.14 The following example uses the columnar format by fund. Note that the net assets section includes amounts in the appropriate columns. For some
entities, this format may better track the way finances are managed internally. This financial statement is also illustrated in the next example using a different
presentation.
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1.15
JKL Academy
Statement of Financial Position
June 30, 20X2
Operating Fund
Assets
Cash and cash equivalents
Investments
Research grants receivable
Accrued interest and dividends
Other receivables, net
Contributions receivable, net
Due (to) from other funds
Inventory
Prepaid expenses
Notes receivable, net
Investments held in trusts
Deferred bond financing costs, net
Property and equipment, less accumulated depreciation
Total assets
Liabilities and Net Assets
Liabilities
Accounts payable
Accrued expenses and other liabilities
Deferred income
Annuities payable
Bonds payable
Other long-term liabilities
Total liabilities
Commitments and Contingencies (Note X)
Net Assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

Plant Fund

Endowment Fund

Total

$ 205
4,222
466
—
516
2,743
6,835
61
1,080
—
—
—
—
$16,128

$

—
248,541
—
745
—
9,629
1,178
—
15
—
—
2,768
403,591
$666,467

$

—
150,723
—
29
—
63
(8,013)
—
—
1,078
4,213
—
—
$148,093

$ 205
403,486
466
774
516
12,435
—
61
1,095
1,078
4,213
2,768
403,591
$830,688

$ 987
2,602
3,954
—
—
295
7,838
—

$

$

—
659
—
1,275
—
—
1,934
—

$ 1,227
3,473
3,954
1,275
281,450
330
291,709
—

2,631
5,659
—
8,290
$16,128

372,665
11,865
—
384,530
$666,467

61,447
28,956
55,756
146,159
$148,093

436,743
46,480
55,756
538,979
$830,688

240
212
—
—
281,450
35
281,937
—

Layered Formats
1.16 When numerous funds are presented separately, it makes it easier to include complete comparative information by fund or class in a more compact
arrangement than does the columnar format. This is also referred to as a pancake format. Note that this is the same financial statement as the previous
example.
1.17
JKL Academy
Statement of Financial Position
June 30, 20X2 and 20X1
Operating Fund
Assets:
Cash and cash equivalents
Investments
Research grants receivable
Other receivables, net
Contributions receivable, net
Due (to) from other funds
Inventory
Prepaid expenses
Total assets

20X2

20X1

205
4,222
466
516
2,743
6,835
61
1,080

$ 1,627
4,222
348
681
4,322
7,367
65
1,119

$ 16,128

$ 19,751

$

20X2
Liabilities and net assets:
Accounts payable
Accrued expenses and other liabilities
Deferred income
Other long-term liabilities
Total liabilities
Net assets:
Unrestricted
Temporarily restricted
Total net assets
Total liabilities and net assets

$

987
2,602
3,954
295
7,838

2,631
5,659
8,290
$ 16,128

20X1
$

950
3,033
3,614
320
7,917

2,557
9,277
11,834
$ 19,751

(continued)
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Plant Fund
Assets:
Investments
Accrued interest and dividends receivable
Contributions receivable, net
Due (to) from other funds
Prepaid expenses
Deferred bond financing costs, net
Property and equipment, less accumulated depreciation

Total assets
Endowment Fund
Assets:
Investments
Accrued interest and dividends receivable
Contributions receivable, net
Due (to) from other funds
Notes receivable, net
Investments held in trusts

Total assets
Total All Funds

Total assets

20X2

20X1

$248,541
745
9,629
1,178
15
2,768
403,591

$238,649
31
15,332
894
—
2,873
415,633

$666,467

$673,412

$150,723
29
63
(8,013)
1,078
4,213

$172,314
51
116
(8,261)
912
4,371

$148,093

$169,503

Liabilities and net assets:
Accrued expenses and other liabilities
Annuities payable
Total liabilities
Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

$862,666

Total liabilities
Net assets
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets

$830,688

20X2
Liabilities and net assets:
Accounts payable
Accrued expenses and other liabilities
Bonds payable
Other long-term liabilities
Total liabilities
Net assets:
Unrestricted
Temporarily restricted
Total net assets
Total liabilities and net assets

$

20X1

240
212
281,450
35
281,937

$

—
52
281,450
35
281,537

372,665
11,865
384,530
$666,467

374,313
17,562
391,875
$673,412

$

$

659
1,275
1,934

669
1,347
2,016

61,447
28,956
55,756
$146,159
$148,093

77,340
34,430
55,717
$167,487
$169,503

$291,709

$291,470

436,743
46,480
55,756
538,979
$830,688

454,210
61,269
55,717
571,196
$862,666

1.18 The following statement illustrates a classified balance sheet format in which the traditional method of showing liquidity (presenting current assets and
liabilities separately with subtotals for each) is used. Other methods of showing liquidity are discussed in FASB ASC 958-210-45-8 and are illustrated in the
other examples in this section and in some of the footnotes in section 6, “Disclosures Related Primarily to the Statement of Financial Position.”
1.19
PQR Museum
Balance Sheet
June 30, 20X2 and 20X1
Assets
20X2
Current assets:
Cash and cash equivalents
Investments for current use
Accounts receivable
Inventories
Other current assets
Total current assets
Investments:
Endowment investments
Funds committed for construction in progress
Buildings and equipment:
Buildings and improvements
Equipment
Construction in progress
Less: accumulated depreciation
Total buildings and equipment, net
Other assets:
Charitable perpetual trusts
Pledges receivable
Other
Total assets

$

1,433
6,539
230
604
1,679
10,485

Liabilities and Net Assets
20X2
20X1

20X1
$

6,985
6,275
214
651
808
14,933

370,952
28,458

384,560
52,346

218,829
19,483
145,104
(61,687)
321,729

218,766
18,818
103,458
(55,022)
286,020

272,303
12,593
2,004

290,539
19,748
2,195

$1,018,524

$1,050,341

Current liabilities:
Accounts payable and accrued expenses
Deferred revenue
Other current liabilities
Total current liabilities
Long-term debt
Other liabilities:
Accrued postretirement medical benefits
Accrued pension obligation
Other
Total liabilities

Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets
Total liabilities and net assets
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$ 17,299
584
330
18,213

$ 17,236
282
352
17,870

164,990

165,577

2,447
8,290
16,769
27,506
210,709

2,437
3,494
6,994
12,925
196,372

93,137
371,903
342,775
807,815
$1,018,524

109,005
384,481
360,483
853,969
$1,050,341
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Selected Sections of the Statement
1.20 The following example illustrates the net assets section of a balance sheet showing net assets both summarized by class and in detail by fund or other
internal grouping. This detail can also be presented in a note; see examples in section 6. Note the 20X1 data is not a complete presentation under U.S. generally
accepted accounting principles; see paragraphs 3.55–.57 of the AICPA Audit and Accounting Guide Not-for-Profit Entities.
1.21
STG Entity
Statement of Financial Position [Net assets section]
June 30, 20X2, With Comparative Totals as of June 30, 20X1
Net assets:
Unrestricted
Temporarily restricted
Permanently restricted
Total net assets

20X2

20X1

$340,966
323,086
180,992
$845,044

$314,688
359,613
178,808
$853,109

1.22
20X2
Total

20X1
Total

—
$ 11,788

$ 40,247
3,519
119,372
30,251

$ 40,236
3,608
111,073
31,790

169,204
$180,992

651,655
$845,044

666,402
$853,109

Unrestricted

Temporarily Restricted

$ 19,712
3,519
108,027
—

$ 20,535
—
11,345
18,463

$

209,708
$340,966

272,743
$323,086

Detail of net assets:
Operations
Student loan funds
Net investment in plant and plant funds
Split-interest funds
Donor-restricted endowment and board-designated
assets functioning as endowment
Total net assets

Permanently Restricted
—

1.23 Many clubs issue capital stock to their members; therefore, the format of the equity section of their balance sheets often looks similar to that of a
commercial business.
Members’ equity:
Capital stock—$500 par value; 65 and 65 shares authorized and 65
and 64 issued at December 31, 20X2 and 20X1, respectively
Retained earnings
Total members’ equity (unrestricted)

20X2

20X1

$ 32,500
738,667
$771,167

$ 32,000
744,223
$776,223

1.24 Some clubs consider members’ initiation fees as equivalent to paid-in capital and report it separately from accumulated operating results, as follows:
Members’ equity:
Initiation fees
Retained (deficit)
Total members’ equity (unrestricted)

6
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Section 2: Statements of Activities, Including Changes in
Net Assets .....................................................................................
2.01 Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 958-225 is not specific about permissible methods of presenting the
information required in a statement of activities. It requires presentation in a statement of activities of the following, by period, for the entity as a whole:
• Change in net assets in total and by class.
• Revenues, expenses, gains, losses, and reclassifications aggregated into reasonably homogeneous groups. Note that reclassifications should always net to
zero.
• Revenues and expenses presented gross (except investment expenses, such as management or advisory fees, which may be netted if the amount is
disclosed).
2.02 Per FASB ASC 958-720-45-2, a statement of activities or notes to financial statements should provide information about expenses reported by their
functional classification. See a further comment about this under “Expenses” in section 7, “Disclosures Related Primarily to the Statement of Activities and
Related Statements.”
2.03 Although a formal reconciliation of net assets from the beginning of the year to the end of the year is not technically required by professional literature, it
is often presented either as part of the statement of activities or as a separate statement.
2.04 Paragraphs 9–12 of FASB ASC 958-225-45 do not define a measure of operations, but permit entities wide latitude in choosing how to present the
sequence of revenues, expenses, gains, and losses, as long as any measure of operations is in a statement that includes at least the total change in unrestricted
net assets. See also the sample notes on this subject in section 7. If the entity’s use of the term operations is unclear from the face of the statement, a note must
describe the nature of the reported measure of operations or the items excluded from operations.
2.05 Accordingly, practice is very diverse for this statement, especially regarding the sequence of items. The following examples reflect this diversity by
illustrating the presentations:
• One column versus four columns
— Presentation of the unrestricted class in more than one column
• Presentation of combining statements for affiliated entities
• Presentation of a measure of operations
• Presentation of expenses above revenue
• Regarding investment return:
— All investment return in operations
— All investment return outside of operations
— Interest, dividend, and other investment income in operations, capital gains outside operations
— Interest, dividends, and realized gains in operations, unrealized gains outside operations
— Endowment earnings up to a set spending rate in operations, all other components of return outside operations
• Regarding private foundations and other grant-making entities:
— Presentation of grants awarded as a deduction from investment income versus with other expenses
— Presentation of federal excise tax as a deduction from investment income versus with other expenses

Columnar Arrangements
2.06 The following example illustrates a multicolumn format by class, with an intermediate measure of operations. Other matters to note are (a) this format
makes it clear that reclassifications do not change total net assets, and (b) collection activity is reported separately (required if collections are not capitalized).
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2.07
FGH Museum
Statement of Activities
For the Year Ended June 30, 20X2
Temporarily
Restricted

Unrestricted
Operating
Revenue and support:
Admissions and membership
Gifts and grants
Operating appropriations from the [City]
Endowment support for current activities
Merchandising and other auxiliary activities
Other income
Net assets released from donor restrictions to fund operating expenses
Total revenue and support
Expenses:
Curatorial
Education and libraries
Development and membership
Operations
General administration
Merchandising and other auxiliary activities
Interest on debt
Total expenses
Transfers of designated nonoperating funds
Change in net assets from operating activities
Nonoperating
Museum-designated and donor-restricted gifts
Endowment gifts (includes quasi-endowment)
Endowment support for current activities
Investment return (less than) in excess of current support
Change in value of split-interest agreements
Depreciation and noncapitalized expenditures
Reclassifications and other
Net assets released from donor restrictions
Change in net assets before collection items not capitalized and other
adjustments
Purchases of art
Proceeds from sales of art
Net assets released from donor restrictions to fund acquisitions of art
Additional retirement contribution
Pension-related changes other than net periodic pension cost
Change in fair value of interest rate exchange agreements and effect of
interest rate swaps
Change in net assets
Net assets at the beginning of the year
Net assets at the end of the year

$ 64,805
19,300
24,961
77,311
98,139
4,758
28,080
317,354

$

—
$10,154
—
14,736
—
—
(28,080)
(3,190)

Permanently
Restricted
$

Total
20X2

20X1

—
—
—
—
—
—
—

$ 64,805
29,454
24,961
92,047
98,139
4,758
—
314,164

$ 57,648
32,776
26,087
94,714
95,095
4,340
—
310,660

86,975
13,417
17,110
91,530
28,986
93,065
813
331,896
14,695
153

—
—
—
—
—
—
—
—
—
(3,190)

—
—
—
—
—
—
—
—
—

86,975
13,417
17,110
91,530
28,986
93,065
813
331,896
14,695
(3,037)

76,382
13,665
15,227
93,690
24,978
89,136
934
314,012
6,701
3,349

20,893
8,550
11,339
(54,837)
(3,777)
(47,107)
(26,331)
41,102

46,114
2,215
17,436
(68,253)
(358)
—
10,563
(41,102)

—
14,148
—
9
(3,325)
—
(134)
—

67,007
24,913
28,775
(123,081)
(7,460)
(47,107)
(15,902)

77,473
14,822
21,553
321,186
2,231
(41,840)
(4,907)

(50,015)
(38,854)
—
31,932
(4,273)
(47,588)

(36,575)
—
378
(31,932)
—
—

10,698
—
—
—
—
—

(75,892)
(38,854)
378
—
(4,273)
(47,588)

393,867
(36,560)
—
—
(4,541)
13,034

(27,528)
(136,326)
836,312
$ 699,986

—
(68,129)
1,249,611
$1,181,482

—
10,698
820,868
$831,566

(27,528)
(193,757)
2,906,791
$2,713,034

883
366,683
2,540,108
$2,906,791

2.08 The following statement of activities includes a description of the purpose of each expense category as part of the caption.
2.09 This statement reports the cost of direct donor benefits as a separate (deduction) line immediately following special events revenue. Alternative
presentations may show the cost of direct donor benefits as a supporting service in the functional expense section.
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2.10
The [Disease] Association
Statement of Activities—For the Year Ended June 30, 20X2
(With Summarized Comparative Totals for 20X1)
Revenue:
Public support:
Contributions
Contributed services and materials
Special events
Less: direct donor benefits
Bequests
Split-interest agreements
Federated and nonfederated fund-raising organizations
Total public support
Other revenue:
Program fees
Sales of educational materials
Membership dues
Fees and grants from government agencies
Interest and dividends, net of fees
Net realized and unrealized gains (losses) on investments
Perpetual trust distributions
Net unrealized gains (losses) on beneficial interest in perpetual trusts
Change in value of split-interest agreements
Gains on disposal of fixed assets
Royalty revenue
Miscellaneous revenue (losses), net
Total other revenue (loss)
Net assets released from restrictions:
Satisfaction of purpose restrictions
Expiration of time restrictions
Total net assets released from restrictions
Total revenue
Expenses:
Program services:
Research—to acquire new knowledge through biomedical
investigation by providing financial support to academic institutions
and scientists
Public health education—to inform the public about the prevention
and treatment of [disease]
Professional education and training—to improve the knowledge, skills,
and techniques of health professionals
Community services—to provide organized training in emergency aid,
blood pressure screening, and other community-wide activities
Total program services
Supporting services:
Management and general—to provide executive direction, financial
management, overall planning, and coordination of the Association’s
activities
Fundraising—to secure vital financial support from the public
Total supporting services
Total program and supporting services expenses
Change in net assets before postretirement changes other
than net periodic benefit cost
Postretirement changes other than net periodic benefit cost
Change in net assets
Net assets, beginning of year
Net assets, end of year

Unrestricted

Temporarily
Restricted

$ 72,298
54,281
208,727
(33,134)
63,673
731
3,085
369,661

$ 52,330
10
79,753
—
10,556
984
4,443
148,076

21,416
68,237
3,345
639
8,357
(7,528)
5,172
—
(945)
1,246
23,737
3,486
127,162

Permanently
Restricted

20X2

20X1

11
—
—
—
90
—
—
101

$124,639
54,291
288,480
(33,134)
74,319
1,715
7,528
517,838

$117,779
59,286
269,255
(30,288)
70,814
4,732
7,613
499,191

—
—
—
—
572
(1,307)
1,319
—
(840)
(238)
—
(2,707)
(3,201)

—
—
—
—
41
—
—
(2,341)
26
—
—
—
(2,274)

21,416
68,237
3,345
639
8,970
(8,835)
6,491
(2,341)
(1,759)
1,008
23,737
779
121,687

21,411
73,987
3,282
346
8,692
58,553
5,679
12,801
1,927
959
18,751
3,681
210,069

93,345
54,524
147,869
$644,692

(93,345)
(54,512)
(147,857)
$ (2,982)

—
(12)
(12)
$ (2,185)

—
—
—
$639,525

—
—
—
$709,260

128,525

—

—

128,525

120,718

241,376

—

—

241,376

266,817

86,537

—

—

86,537

84,457

31,091
487,529

—
—

—
—

31,091
487,529

16,041
488,033

48,933
80,927
129,860
617,389

—
—
—
—

—
—
—
—

48,933
80,927
129,860
617,389

46,932
81,374
128,306
616,339

27,303
(1,070)
26,233
258,067
$284,300

(2,982)
—
(2,982)
227,526
$ 224,544

(2,185)
—
(2,185)
167,395
$165,210

22,136
(1,070)
21,066
652,988
$674,054

92,921
7,904
100,825
552,163
$652,988

$

2.11 The following illustrates a columnar format, with the total column to the left of the captions. Note that some of the temporarily restricted net assets
released from restrictions go into the operating portion of the unrestricted class and some into the “other” (nonoperating) portion.
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2.12
MNO University
Statement of Activities for the Year Ended June 30, 20X2
Restricted
Total

Unrestricted
Revenues and other support:
Tuition and fees, net of discounts
State appropriations
Sponsored programs
Contributions
Investment income
Hospitals and physician practices
Sales and services of auxiliary enterprises
Other educational activities
Independent operations
Net assets released from restrictions

$ 307,849
35,783
304,108
68,527
86,244
968,446
75,180
68,746
20,018
—
1,934,901

$ 307,849
35,783
304,108
15,703
53,084
968,446
75,180
68,746
20,018
85,047
1,933,964

Expenses:
Program:
Instruction
Research
Hospitals and physician practices
Auxiliary enterprises
Other educational activities
Student services
Independent operations
Support:
Academic support
Management and general
Fund-raising

406,754
238,247
936,449
84,204
65,460
21,808
19,508
37,318
74,244
6,223
1,890,215

Increase in net assets before nonoperating revenues, net gains,
reclassifications, and other
Nonoperating revenues, net gains, reclassifications, and other:
Gain on investments, net
Investment income
Contributions
Other, net
Postretirement benefit transition obligation
Net assets released from restrictions
Increase in net assets
Net assets, beginning of year
Net assets, end of year

44,686
197,185
57,130
57,862
1,529
(107,502)
250,890
3,243,001
$3,493,891

Temporarily
$

—
—
—
52,824
33,160
—
—
—
—
(85,047)
937

Permanently
$

—
—
—
—
—
—
—
—
—
—
—

406,754
238,247
936,449
84,204
65,460
21,808
19,508

—
—
—
—
—
—

—
—
—
—
—
—

37,318
74,244
6,223
1,890,215

—
—
—
—

—
—
—
—

43,749

937

—

56,614
48,089
29,122
(59,537)
—
13,288
131,325
2,078,814
$2,210,139

125,292
8,555
8,200
38,980
(107,502)
(13,288)
61,174
464,394
$ 525,568

15,279
486
20,540
22,086
—
58,391
699,793
$758,184

2.13 The following example illustrates a single-column format for a large, complex institution. This format makes it easier than does the multicolumn format
to present comparative data. Again, note that some of the temporarily restricted net assets released from restrictions go into the operating portion of the
unrestricted class and some into the “other” (nonoperating) portion.
2.14 Note that expenses are presented by natural classification. Thus, expenses by function will be presented in the notes.
2.15
HJL University
Consolidated Statement of Activities
Years Ended August 31, 20X2 and 20X1
Unrestricted net assets
Operating revenues:
Student income:
Undergraduate programs
Graduate programs
Room and board
Student financial aid
Total student income

20X2

20X1

$ 298,049
287,225
135,879
(240,649)
$ 480,504

$ 285,582
274,784
127,785
(230,307)
$ 457,844

(continued)
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Sponsored research support:
Direct costs—University
Direct costs—[Affiliated Research Entity]
Indirect costs
Total sponsored research support
Health care services:
Patient care, net
Physicians’ services and support, net
Total health care services
Current year gifts in support of operations
Net assets released from restrictions:
Payments received on pledges
Prior year gifts released from donor restrictions
Total net assets released from restrictions
Investment income distributed for operations:
Endowment
Expendable funds pools and other investment income
Total investment income distributed for operations
Special program fees and other income
Total operating revenues
Operating expenses:
Salaries and benefits
Depreciation
Other operating expenses
Total operating expenses:
Change in net assets from operating activities
Nonoperating activities:
Increase in reinvested gains
Donor advised funds, net
Current year gifts not included in operations
Capital and other gifts released from restrictions
Pension and other post employment benefit related changes other than net periodic benefit expense
Transfer to permanently restricted net assets, net
Transfer to temporarily restricted net assets, net
Swap interest and unrealized losses
Other
Net change in unrestricted net assets
Temporarily restricted net assets:
Gifts and pledges, net
Increase (decrease) in reinvested gains
Change in value of split interest agreements, net
Net assets released to operations
Capital and other gifts released to unrestricted net assets
Transfer from unrestricted net assets, net
Transfer to permanently restricted net assets, net
Other
Net change in temporarily restricted net assets
Permanently restricted net assets:
Gifts and pledges, net
Increase in reinvested gains
Change in value of split interest agreements, net
Transfer from unrestricted net assets, net
Transfer from temporarily restricted net assets, net
Other
Net change in permanently restricted net assets
Net change in total net assets
Total net assets, beginning of year
Total net assets, end of year

20X2

20X1

$ 639,630
368,187
226,424
1,234,241

$ 660,684
366,435
220,248
1,247,367

3,220,020
25,019
3,245,039
184,519

2,880,250
22,033
2,902,283
170,651

81,873
30,850
112,723

85,127
31,055
116,182

883,425
132,069
1,015,494
542,102
6,814,622

799,058
128,456
927,514
467,767
6,289,608

3,711,908
406,568
2,179,670
6,298,146
516,476

3,448,611
394,405
1,931,332
5,774,348
515,260

445,626
38,998
253,390
130,730
(122,071)
(36,361)
(21,032)
(91,415)
(12,417)
1,101,924

1,762,358
1,057
4,237
248,921
97,381
(56,247)
(16,121)
(1,275)
3,331
2,558,902

604,581
(205,327)
5,703
(132,086)
(130,730)
21,032
(19,448)
1,271
144,996

343,759
932,343
(240)
(137,948)
(248,921)
16,121
(24,300)
(4,947)
875,867

227,499
4,612
24,465
36,361
19,448
—
312,385
1,559,305
25,115,895
$26,675,200

150,847
15,150
26,791
56,247
24,300
408
273,743
3,708,512
21,407,383
$25,115,895

2.16 The following example illustrates use of a multicolumnar statement for the unrestricted net asset class with a single column for the restricted net asset
classes. The subdivision emphasizes the extent to which the surplus from Program 2 is used to subsidize other functions. Although the line items in the expense
section of this statement are natural expense categories, the presence of the columns for the functions makes this statement also serve the purpose of the
matrix of functional expenses required for voluntary health and welfare entities. This format works best for entities with a small number of programs or funds;
otherwise, the focus on the entity as a whole can be lost.
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2.17
RST Charity
Statement of Activities
Year Ended December 31, 20X2
Program Services
Program 1
Program 2
Changes in unrestricted net assets:
Revenues and other support:
Registration fees
Government contracts:
Activity 1
Activity 2
Contributions
Interest income
Donated services
Net assets released from restrictions:
Satisfaction of program restrictions
Total unrestricted revenues
Expenses:
Salaries
Employment benefits and payroll taxes
Temporary help
Meetings and travel
Subcontractors
Professional education programs and projects
Other purchased service
Telephone, telecommunications, and utilities
Publications
Equipment leases
Repairs and maintenance
Rent
Postage
Depreciation and amortization
Donated services
Other
Total expenses
(Decrease) increase in unrestricted net assets
Change in temporarily restricted net assets:
Contributions
Net assets released from restrictions
Increase in temporarily restricted net assets
Increase in net assets
Net assets, beginning of year
Net assets, end of year

$

Management
and General
$

—

Fundraising

20X2 Total

$

—

$10,504,099

—

$10,504,099

792,500
1,546,000
—
—
—
2,338,500

—
—
115,154
101,295
165,421
10,885,969

—
—
—
—
—
—

—
—
3,804
—
—
3,804

792,500
1,546,000
118,958
101,295
165,421
13,228,273

—
2,338,500

60,485
10,946,454

—
—

—
3,804

60,485
13,288,758

3,600,651
969,465
—
607,718
514,840
14,459
373,398
346,336
82,043
32,047
66,513
434,753
92,145
428,479
—
182,852
7,745,699
$(5,407,199)

906,809
244,624
26,084
764,283
—
75,050
690,375
10,158
—
573
90,591
18,051
9,122
18,137
165,421
105,164
3,124,442
$ 7,822,012

701,160
188,955
22,489
52,987
—
58,018
333,888
7,853
—
443
70,032
13,954
7,052
14,020
—
77,408
1,548,259
$(1,548,259)

25,347
9,885
—
1,762

5,233,967
1,412,929
48,573
1,426,750
514,840
147,527
1,397,661
364,347
82,043
33,063
227,136
466,758
108,319
460,636
165,421
371,766
12,461,736
827,022

—
—
—
—
—
—
—
—
—
—
6,342
43,336
$(39,532)

112,196
(60,485)
51,711
878,733
3,113,639
$ 3,992,372

2.18 The following illustrates a multicolumnar statement with unrestricted net asset class subdivided into the traditional funds. This format works best for
entities with a small number of programs or funds; otherwise, the focus on the entity as a whole can be lost.
2.19
KLT Ballet
Statement of Activity
For the Year Ended June 30, 20X2
Unrestricted
Operating
Operating revenues:
[City] performance
Touring
School and student housing
Other income, net
Total operating revenues

$18,229
527
2,418
394
$21,568

Board
Designated

Property
$

$

—
—
—
3
3

$

$

—
—
—
2
2

Total
$ 18,229
527
2,418
399
$ 21,573

Temporarily
Restricted

Permanently
Restricted

$

$

$

—
—
—
—
—

$

—
—
—
—
—

Total
$ 18,229
527
2,418
399
$ 21,573

(continued)
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Unrestricted
Operating expenses:
Program services:
Ballet production
Touring
School and student housing
Education and outreach
Total program services
Support services:
Marketing, publicity, and audience development
General and administrative
Total support services
Debt service
Total operating expenses
Operating revenues less operating expenses
Support:
Contributions
Special events and auxiliary activities, net
Net assets released:
From donor restriction
For appropriation
Total contributions in support of operations
Fundraising expenses
Support, net
Change in net assets from operations
Nonoperating:
Endowment investment income (loss)—net
Change in post-retirement benefit obligation
Net realized and unrealized loss on interest rate swap
agreement
Increase (decrease) in net assets
Net assets—beginning of year
Net assets—end of year

Operating

Property

$ 27,219
1,044
3,268
543
32,074

$ 2,340
—
359
24
2,723

4,984
4,024
9,008
—
41,082
(19,514)

Board
Designated
$

Total

—
—
—
—
—

$ 29,559
1,044
3,627
567
34,797

111
341
452
1,406
4,581
(4,578)

—
407
407
—
407
(405)

5,095
4,772
9,867
1,406
46,070
(24,497)

12,039
1,862

1,174
—

167
—

2,894
4,608
21,403
(2,249)
19,154
(360)

325

Temporarily
Restricted

Permanently
Restricted

$

$

—
—
—
—
—

Total

—
—
—
—
—

$ 29,559
1,044
3,627
567
34,797

—
—
—
—
—
—

—
6
6
—
6
(6)

5,095
4,778
9,873
1,406
46,076
(24,503)

13,380
1,862

12,371
30

842
—

26,593
1,892

1,499
(54)
1,445
(3,133)

3,923
(4,608)
(518)
(554)
(1,072)
(1,477)

7,142
—
22,384
(2,857)
19,527
(4,970)

(7,132)
—
5,269
—
5,269
5,269

(10)
—
832
—
832
826

—
—
28,485
(2,857)
25,628
1,125

—
(131)

—
—

(3,135)
—

(3,135)
(131)

1,574
—

(797)
—

(2,358)
(131)

—
(491)
(425)
$ (916)

(4,804)
(7,937)
(6,260)
$(14,197)

—
(4,612)
23,942
$19,330

(4,804)
(13,040)
17,257
$ 4,217

—
6,843
16,254
$23,097

—
29
51,722
$51,751

(4,804)
(6,168)
85,233
$ 79,065

2.20 The following statements illustrate a single-column presentation in the multiple statement of activity format shown as Format C in paragraphs 15–17 of
FASB ASC 958-205-55. The following statement includes only the unrestricted class and presents the details for the other two classes, plus the change in
unrestricted net assets so that the total change in net assets is presented.
2.21
The GHI Foundation
Statement of Unrestricted Revenues and Expenses
Year Ended December 31, 20X2 and 20X1
Revenues:
Contributions
Grant revenue
Program merchandise and services
Program merchandise and services—promotional cost
Special event revenues
Cost of direct benefits to donors
Investment (loss) income
Royalties and licensing fees
Net assets released from restrictions
Total revenues
Expenses:
Program services
Fundraising
Management and general
Total expenses
Increase in unrestricted net assets
Unrestricted net assets, beginning of year
Unrestricted net assets, end of year
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20X2

20X1

$15,875,592
495,761
5,318,246
(2,104,955)
8,987,228
(760,276)
(457,841)
15,790,866
5,444,256
48,588,877

$14,446,807
844,856
7,572,548
(2,797,968)
11,484,627
(1,400,738)
3,978,161
12,912,076
2,897,988
49,938,357

28,966,506
3,937,142
2,089,130
34,992,778
13,596,099
75,230,896
$88,826,995

29,022,836
3,860,392
1,978,762
34,861,990
15,076,367
60,154,529
$75,230,896
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2.22
The GHI Foundation
Statement of Changes in Net Assets
Year Ended December 31, 20X2 and 20X1
Temporarily restricted net assets:
Contributions
Net assets released from restrictions
(Decrease) increase in temporarily restricted net assets
Permanently restricted net assets:
Contributions
Investment income, net
Increase in permanently restricted net assets
Increase in unrestricted net assets
Increase in net assets
Net assets, beginning of year
Net assets, end of year

20X2

20X1

$ 3,167,030
(5,444,256)
(2,277,226)

$ 3,377,169
(2,897,988)
479,181

1,351,898
97,585
1,449,483
13,596,099
12,768,356
90,605,561
$103,373,917

1,193,867
610,518
1,804,385
15,076,367
17,359,933
73,245,628
$90,605,561

2.23 The following statement uses the single-column format with three net asset classes. It illustrates a reclassification out of permanently restricted net
assets. Besides a correction of an error, the only event that would normally give rise to this reclassification would be the donor releasing what had originally
been a permanent restriction on a gift. This example also shows a change in accounting principle.
2.24
JKL Foundation
Consolidated Statements of Activities
Years Ended September 30, 20X2 and 20X1
Unrestricted activities:
Operating activities:
Support, revenue, and transfers:
Investment payout
Contributions
Government grants and contracts revenue
Transfers from nonoperating activities
Other income
Net assets released from restrictions
Total operating support, revenue, and transfers
Expenses:
Grants, net of refunds
Government grants and contracts expenses
Program-related expenses
Administrative and other expenses
Total operating expenses
Excess of operating support, revenue, and transfers over expenses
Nonoperating activities:
Contributions
Net return on investments after investment payout
Change in value of charitable gift annuity
Transfer to operating activities
Other expenses
Net assets released from restrictions
Transfer from permanently restricted—nonoperating activities
Net nonoperating activities
Increase in unrestricted net assets before effect of change in accounting principle
Cumulative effect of change in accounting principle
Increase in unrestricted net assets
Temporarily restricted activities:
Contributions
Gain on beneficial interest in charitable term trusts
Net assets released from restrictions
Increase (decrease) in temporarily restricted net assets before effect of change in accounting principle
Cumulative effect of change in accounting principle
Increase (decrease) in temporarily restricted net assets

20X2

20X1

$ 43,629,547
9,877,742
6,211,141
117,242,089
1,859,135
22,346,866
201,166,520

$ 42,707,524
10,366,794
3,427,722
47,250,969
1,885,118
22,735,383
128,373,510

169,744,869
5,672,491
4,321,865
12,908,332
192,647,557
8,518,963

104,309,814
3,379,269
2,499,193
11,886,941
122,075,217
6,298,293

146,301,042
145,171,057
(58,505)
(117,242,089)
(18,498)
3,137,088
2,143,532
179,433,627
187,952,590
—
187,952,590

88,632,402
(37,701,470)
262,609
(47,250,969)
(23,830)
4,266,975
—
8,185,717
14,484,010
352,739
14,836,749

23,525,170
24,717,806
(25,483,954)
22,759,022
—
$ 22,759,022

3,064,271
5,241,631
(27,002,358)
(18,696,456)
(5,000)
$ (18,701,456)
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20X2
Permanently restricted activities:
Net gain (loss) on investments
Gain (loss) on beneficial interest in charitable perpetual trusts
Transfer to nonoperating activities—unrestricted
Increase (decrease) in permanently restricted net assets
Increase (decrease) in net assets
Net assets, beginning of year
Net assets, end of year

20X1

$

4,403,957
4,852,703
(2,143,532)
7,113,128
217,824,740
1,547,408,615
$1,765,233,355

$

(1,038,680)
(1,908,474)
—
(2,947,154)
(6,811,861)
1,554,220,476
$1,547,408,615

2.25 The following multicolumnar format with the classes subdivided uses a less common sequence in the statement of activity.
2.26 Even before the issuance of FASB guidance on financial statements of not-for-profit entities, it was common among performing arts entities (for example,
opera, symphony, ballet, and so on) to present their statements of activity in the sequential format as follows, which includes in the first revenue section mainly
earned income, and to present all contributions below the subtotal “loss from operations.” This has the effect of emphasizing the extent to which operations are
subsidized by contributed income. (Some years ago, an orchestra that had calculated that box office receipts covered only 47 percent of its costs of putting on
concerts produced for fund-raising purposes a picture showing 47 percent of its musicians in concert dress, with music stands and instruments, set up in their
usual positions on stage—leaving just over one-half of the stage empty. The caption under the picture read, “This is the portion of the concert that your ticket
price pays for. Please contribute. . . .”)
2.27
Sample Performing Arts Entity
Statement of Activity
Year Ended July 31, 20X2
Temporarily
Restricted

Unrestricted
Operating revenues:
Opera activities:
Box office and tours
Media revenues
Other revenues
Ballet and other presentations
Investment return authorized spending amount
Other income
Total
Operating expenses:
Opera activities:
Performances
Media
New productions
Other expenses
Ballet and other presentations
Opera house
General management
Total
Loss from operations before contribution activities
Contributions and bequests
Net assets released from restrictions
Change in value of interests in split-interest agreements
Fund-raising expenses
Net contribution activities
Excess of operating revenues over expenses
Investment return greater (less) than spending amount
Pension plan changes other than net periodic cost
Change in donor designation
Fair value of interest rate swap
Reclassification of net assets due to change in accounting principle
Capital contributions and other
Change in net assets
Net assets (accumulated deficit), beginning of year
Net assets (accumulated deficit), end of year

$ 105,609
33,455
5,058
10,682
21,420
7,726
183,950

$

—
—
—
—
—
—
—

201,049
32,937
21,879
8,701
9,381
18,572
17,423
309,942
(125,992)
88,453
51,841
484
140,778
(14,182)
126,596
604
6,660
4,994
—
(1,800)
(1,706)
4,857
13,609
(146,956)
$(133,347)

—
—
—
—
—
—
—
—
—
90,133
(51,841)
1,140
39,432
—
39,432
39,432
(4,423)
—
416
—
1,706
(500)
36,631
136,996
$173,627

Permanently
Restricted
$

Total

—
—
—
—
—
—
—

$ 105,609
33,455
5,058
10,682
21,420
7,726
183,950

—
—
—
—
—
—
—
—
—
263
—
351
614
—
614
614
2,839
—
(416)
—
—
—
3,037
213,598
$216,635

201,049
32,937
21,879
8,701
9,381
18,572
17,423
309,942
(125,992)
178,849
—
1,975
180,824
(14,182)
166,642
40,650
5,076
4,994
—
(1,800)
—
4,357
53,277
203,638
$ 256,915

2.28 This combining statement shows a movement of net assets between the two affiliated entities to reflect the transfer of assets and net assets from one
organizational unit to another.
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2.29
The BCD Agency
Combining Statement of Activity
Year Ended December 31, 20X2
Unrestricted
Revenue, gains, and other support:
Grant and contract income
Contributions
Donated services
Investment earnings
Training, consulting, and conference fees
Donated goods
Affiliation fees
Other income
Products
Transfer of investment earnings
Management fees
Net assets released from restrictions:
Satisfaction of purpose restrictions
Total revenue, gains, and other support
Expenses:
Program services:
Domestic grants to sites
Training and technical assistance
Youth on board
Advocacy
International
Public relations
Other
Total program services
General and administrative
Fundraising and development
[Affiliated entity]
Management fees
Total expenses
Changes in net assets from operations
Nonoperating revenue (expenses):
Loss on disposal of property and equipment
Change in value of assets held in trust by others
Investment loss—endowment
Total nonoperating revenue (expenses)
Changes in net assets
Net assets, beginning of year
Net assets, end of year

BCD Agency
Temporarily
Permanently
Restricted
Restricted

$22,144,383
371,034
243,157
8,546
171,482
133,804
87,800
2,967
5,365
190,051
12,500

$ 5,694,425
9,910
—
190,051
—
—
—
—
—
(190,051)
—

6,114,089
29,485,178
12,535,724
10,258,397
241,468
517,064
2,396,666
477,914
122,095
26,549,328
2,112,678
247,835
—
—
28,909,841
575,337

(2,060)
573,277
4,509
$ 577,786

[Affiliated Entity]
Unrestricted

Combined
Total

$

—
—
—
22,596
—
—
—
15,980
—
—
(12,500)

$27,838,808
380,944
243,157
221,193
171,482
133,804
87,800
18,947
5,365
—
—

—
—
—
—
—
—
—
—
—
—
—

$27,838,808
380,944
243,157
198,597
171,482
133,804
87,800
2,967
5,365
—
12,500

(6,114,089)
(409,754)

—
—

29,075,424

—
26,076

—
29,101,500

—
—
—
—
—
—
—
—
—
—
—
—
—
(409,754)

—
—
—
—
—
—
—
—
—
—
—
—
—
—

12,535,724
10,258,397
241,468
517,064
2,396,666
477,914
122,095
26,549,328
2,112,678
247,835
—
—
28,909,841
165,583

—
—
—
—
—
—
—
—
—
—
4,127
—
4,127
21,949

12,535,724
10,258,397
241,468
517,064
2,396,666
477,914
122,095
26,549,328
2,112,678
247,835
4,127
—
28,913,968
187,532

(5,530)
(141,880)
(147,410)
(557,164)
9,443,263
$ 8,886,099

—
—
—
—
—
5,500,000
$5,500,000

(2,060)
(5,530)
(141,880)
(149,470)
16,113
14,947,772
$14,963,885

—
—
—
—
21,949
114,172
$136,121

(2,060)
(5,530)
(141,880)
(149,470)
38,062
15,061,944
$15,100,006

(2,060)

$

Total

2.30 This entity derives a significant portion of its revenue from campaign proceeds. This presentation emphasizes the importance of this revenue source to the
entity.
2.31
ABC Charity
Statement of Activities (Revenue Section)
Year Ended December 31, 20X2
Temporarily
Restricted

Unrestricted
Revenues
Public support:
Membership support, net
Campaign efforts of [Region]
Less: gross amounts raised on behalf of others
Less: allowance for uncollectible pledges
Additional revenue from prior year campaigns
Contributions
Total public support

$28,378,680
—
—
—
698,835
35,867,434
$64,944,949

$

—
44,757,497
(36,379,931)
(859,535)
—
14,560,380
$22,078,411

Permanently
Restricted
$

—
—
—
—
—
53,038
$53,038

Total
$28,378,680
44,757,497
(36,379,931)
(859,535)
698,835
50,480,852
$87,076,398

(continued)
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Unrestricted
Other revenue:
Promotional material sales
Program service fees
Investment income, net
Conferences
Miscellaneous and other
Total other revenue
Net assets released from restrictions
Total revenues

$ 3,363,975
3,075,683
153,324
2,061,051
870,204
9,524,237
20,312,284
$94,781,470

Temporarily
Restricted

Permanently
Restricted

$

—
200,000
7,770
—
—
207,770
(20,312,284)
$ 1,973,897

Total

$

—
—
—
—
—
—
—
$53,038

$ 3,363,975
3,275,683
161,094
2,061,051
870,204
9,732,007
—
$96,808,405

Caption Sequences
2.32 This entity puts operating expenses above operating revenues. This has the effect of putting at the top of the statement the numbers that best reflect the
entity’s programmatic efforts for the year. See also “Sample Performing Arts Entity.”
2.33
CDE Disease Society Consolidated
Statements of Activities
Years Ended August 31, 20X2
Donor Restricted
Temporarily
Permanently
Restricted
Restricted

Unrestricted
Our mission program and support expenses were:
Mission program services:
Patient support
Prevention
Research
Detection/treatment
Total mission program services
Mission support services:
Management and general
Fund-raising
Total mission support services
Total mission program and mission support services expenses
Our mission program and support expenses were funded by:
Support from the public:
Special events
Contributions
Bequests
Contributed services, merchandise, and other in-kind contributions
Other
Total support from the public
Investment income (loss)
Change in value of split-interest agreements
Grants and contracts from government agencies
Other revenue (loss)
Total revenue, gains (loss), and other support
Use of amounts restricted by donors for specified purpose or time
Net increase in retirement plan liability
Change in net assets
Net assets, beginning of year
Net assets, end of year

$ 303,620
152,681
160,139
97,051
713,491

$

—
—
—
—
—

$

Total

—
—
—
—
—

$ 303,620
152,681
160,139
97,051
713,491

59,361
217,637
276,998
990,489

—
—
—
—

—
—
—
—

59,361
217,637
276,998
990,489

452,412
132,559
88,839
23,473
12,266
709,549
43,807
(262)
5,706
(2,510)
756,290
198,204
96,593
(132,588)
885,255
$ 752,667

71,221
42,170
29,587
27,582
4,681
175,241
6,387
(12,965)
2,114
1,205
171,982
(199,535)
—
(27,553)
229,532
$ 201,979

1
293
3,498
—
—
3,792
(6,491)
(183)
—
—
(2,882)
1,331
—
(1,551)
259,598
$258,047

523,634
175,022
121,924
51,055
16,947
888,582
43,703
(13,410)
7,820
(1,305)
925,390
—
96,593
(161,692)
1,374,385
$1,212,693

2.34 Because the temporarily restricted net asset class accounts for the great majority of this entity’s revenues, it is placed first in the following single-column
format (although this is not a required format).

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

2. Statements of Activities, Including Changes in Net Assets

|

2.34

17

P1: KNP
ACPA277-02

aicpa-npo.cls

September 30, 2013

11:44

2.35
FGH Foundation
Statement of Activities
For the Years Ended December 31, 20X2 and 20X1
Temporarily restricted net assets:
Contributions
Interest and investment income
Net assets released from restrictions
Increase in temporarily restricted net assets
Unrestricted net assets:
Revenues:
Contributions
Interest and investment income
Net assets released from restrictions
Total revenues
Expenses:
Conservation program services
General and administrative
Total expenses
Decrease in unrestricted net assets
Increase in net assets
Net assets, beginning of year
Net assets, end of year

20X2

20X1

$ 43,301,126
93,443
(40,518,235)
$ 2,876,334

$ 37,487,001
90,772
(32,931,375)
$ 4,646,398

2,178,097
67,329
40,518,235
42,763,661

1,689,598
25,081
32,931,375
34,646,054

42,110,001
836,535
42,946,536
(182,875)
2,693,459
46,008,286
$ 48,701,745

33,818,995
885,345
34,704,340
(58,286)
4,588,112
41,420,174
$ 46,008,286

2.36 Some entities make periodic internal “assessments” against restricted and designated funds to cover the costs of administering those funds. This practice
must be disclosed to donors. This disclosure, which should be made in the fundraising appeal, is not a requirement of U.S. generally accepted accounting
principles (GAAP) because U.S. GAAP does not deal with matters outside the financial statements. It is referred to here for information only. One might consider
it an ethical requirement. These assessments may be shown as in the following example.
2.37 Note that the assessments are initially reported in the temporarily restricted column and then reclassified to the unrestricted column. It could be argued
that because donors are presumed to be aware of the fact that a portion of their gifts will be used for activities (that is, administration) other than the stated
purpose of the gifts, that amount is initially unrestricted and should be reported as such. The totals would not change, but the “Assessments” line under
“Reclassifications” would disappear.
2.38
BTL Entity
Statement of Activities (Revenue Section)
Year Ended December 31, 20X2
Support and revenue:
Support:
Cash contributions and grants
Donated literature, securities, and other assets
Revenue:
Literature sales
Other revenue
Investment income
Total support and revenue
Reclassifications:
Administrative assessments
Satisfaction of purpose restrictions
Total reclassifications

Unrestricted

Temporarily
Restricted

Total

$ 5,933,939
605,728
6,539,667

$ 12,644,743
297,234
12,941,977

$18,578,682
902,962
19,481,644

102,446
278,693
137,741
518,880
7,058,547

—
—
—
—
12,941,977

102,446
278,693
137,741
518,880
20,000,524

1,214,847
14,621,383
$15,836,230

(1,214,847)
(14,621,383)
$(15,836,230)

—
$

—

2.39 Foundations tend to use many different formats with regard to the sequence of certain items. This grant-making entity presents details of realized
investment gains as a separate revenue category and grants and excise tax with expenses. Note that the excise tax is considered an investment expense and,
thus, is partly netted against the related investment income.
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2.40
PQR Foundation
Statements of Activities
For the Years Ended December 31, 20X2 and 20X1
Unrestricted net assets:
Income and support
Realized investment income
Dividends and interest
Net income from partnership interests
Net realized (loss) gain from sales and redemptions of securities and limited partnership interests
Less investment expenses
Net realized investment income
Other income
Net assets released from restrictions
Total income and support
Expenses
Grant awards
Direct charitable activities
Operations and governance
Federal excise and unrelated business tax provision
Total expenses
Deficiency of income over expenses
Unrealized appreciation (depreciation) of investments, net of provision (benefit) for deferred federal excise tax of $265,000 and ($215,000)
Change in unrestricted net assets before postretirement benefit obligation adjustment
Postretirement benefit obligation adjustment
Change in unrestricted net assets
Temporarily restricted net assets
Contributions
Net assets released from restrictions
Change in temporarily restricted net assets
Change in net assets
Net assets, beginning of year
Net assets, end of year

20X2

20X1

$ 1,487,933
8,854,687
(1,471,233)
8,871,387
441,774
8,429,613
207,102
82,091
8,718,806

$ 1,384,952
7,023,146
2,090,770
10,498,868
544,156
9,954,712
284,486
—
10,239,198

6,014,530
6,484,296
2,291,257
114,258
14,904,341
(6,185,535)
13,904,903
7,719,368
132,189
7,851,557

6,596,253
7,094,707
2,323,516
223,141
16,237,617
(5,998,419)
(11,130,877)
(17,129,296)
(299,052)
(17,428,348)

180,000
(82,091)
97,909
7,949,466
210,520,244
$218,469,710

—
—
—
(17,428,348)
227,948,592
$210,520,244

2.41 This foundation uses a multicolumnar presentation to show operating and nonoperating activities.
2.42
STU Foundation
Statements of Changes in Unrestricted Net Assets
Operating
Revenues and gains:
Foundation and corporate contributions
Publication revenues
Program service and other fees
Investment return
Net assets released from restrictions
Total revenues and gains
Expenses and losses:
Program services:
Data collection and publications
Library/learning centers and other public services
Research and other programs
Total program services
Supporting services:
Management and general
Fundraising
Total supporting services
Total expenses and losses
Acquisition of furniture, equipment, and leasehold improvements from operations
Increase in board-designated amount for long-term investment
Pension and postretirement changes other than net periodic benefit cost
Other
Increase (decrease) in unrestricted net assets

Nonoperating

$ 3,231,220
11,431,727
2,271,470
472,869
4,775,221
22,182,507

$

—
—
—
858,203
129,603
987,806

Long-Term
Investment
$

Year Ended December 31,
2012
2011

—
—
—
—
—
—

$ 3,231,220
11,431,727
2,271,470
1,331,072
4,904,824
23,170,313

$ 2,362,300
11,253,355
2,082,989
76,997
5,819,686
21,595,327

8,731,514
4,804,246
3,802,759
17,338,519

201,041
101,417
84,872
387,330

—
—
—
—

8,932,555
4,905,663
3,887,631
17,725,849

8,505,469
5,127,950
3,301,554
16,934,973

3,932,013
808,432
4,740,445
22,078,964
(43,973)
—
—
—
$ 59,570

81,005
23,485
104,490
491,820
43,973
(1,000,000)
(42,877)
(137,145)
$ (640,063)

—
—
—
—
—
1,000,000
—
—
$1,000,000

4,013,018
831,917
4,844,935
22,570,784
—
—
(42,877)
(137,145)
$ 419,507

4,132,220
820,553
4,952,773
21,887,746
—
—
(20,289)
—
$ (312,708)
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2.43 This grant-making entity presents all investment gains below income and expenses and grants are presented with other expenses. Note that the excise
tax is considered an investment expense and, thus, is netted against the related investment income.
2.44
VWX Foundation
Statement of Activities
Years Ended December 31, 20X2 and 20X1
20X2
Revenues
Investment income:
Dividends
Interest

$

Less:
Investment expenses
Provision for federal and state excise taxes
Net investment income
Change in value of beneficial interest in trusts held by others
Residual interest in Estate of [Donor]
Other (losses)/revenues
Total revenues
Expenses
Grants, net
Program
Administration
Total expenses
Decrease in net assets before investment (losses) gains and change in value of interest rate swap agreement
Investment activity:
Net realized gains
Net unrealized (losses) gains
Net investment (losses) gains
Change in value of interest rate swap agreement
Change in net assets
Net assets—unrestricted, beginning of year
Net assets—unrestricted, end of year

2,700,449
13,036,947
15,737,396

20X1
$

5,274,209
12,740,009
18,014,218

(5,589,979)
(860,854)
9,286,563
(98,906)
—
(89,066)
9,098,591

(6,292,855)
(292,281)
11,429,082
6,288,256
25,017
132,092
17,874,447

40,747,863
21,705,806
4,483,008
66,936,677
(57,838,086)

51,744,586
21,319,693
4,755,758
77,820,037
(59,945,590)

74,401,725
(76,051,430)
(1,649,705)
(5,845,923)
(65,333,714)
$1,625,957,302
$1,560,623,588

33,976,332
133,791,169
167,767,501
1,472,293
109,294,204
$1,516,663,098
$1,625,957,302

2.45 The following club shows a summary of departmental profit or loss directly on the face of the statement of activity. Note that functional expense
allocations would be presented in a note.
2.46
The EFG Club, Inc.
Statement of Revenues, Expenses, and Changes in Net Assets
Year Ended March 31, 20X2
Sales and
Services
Revenues:
Dues
Initiation fees
Departmental operations:
Rooms
Food
Beverages
Other

Costs and
Expenses

$1,508
535
$ 506
3,401
848
113
$4,868

$ 175
2,947
492
88
$3,702

Net departmental revenues and general revenue
Other expenses:
General
Depreciation
Taxes
Utilities
Repairs
Retirement plan
Total other expenses
Excess of revenues over expenses
Members’ equity (net assets), beginning of year
Members’ equity (net assets), end of year
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2.47 This research entity uses an operating measure that includes an investment return in operations as the result of a spending policy, but has an overall
negative (loss) investment return. (Only the “Total” column of the statement of activities is presented.)
2.48
ABC Institute for Research
Statement of Activities
Year Ended December 31, 20X2
Operating support and revenues:
Admissions
Contributions and grants
Memberships
Merchandising and food services
Endowment distribution
Programs
Other, net of cost of sales
Net assets released from restrictions
Total operating support and revenues
Operating expenses:
Program services:
Marine life exhibition and care
Guest services and marketing
Education and outreach
Conservation and research
Merchandising and food services
Total program services expenses
Support services:
Management and general
Development
Membership services
Rental facilities expense
Total operating expenses
Investment and endowment activity:
Dividends and interest
Net realized and unrealized (losses) gains on investments
Total investment (loss) income
Endowment distribution
Other gain
Total investment and endowment activity
Increase (decrease) in net assets
Net assets, beginning of year
Net assets, end of year

$ 32,705
15,798
8,910
3,234
2,987
2,013
2,150
—
67,797
26,964
9,585
9,341
6,436
1,860
54,186
6,702
1,805
1,755
1,092
65,540
1,614
(5,295)
(3,681)
(2,987)
5
(6,663)
(4,406)
313,566
$309,160

Other Matters
2.49 This statement of activities includes budgeted amounts and variances.
2.50
QRS Association
Statement of Activities—Budget Versus Actual
Year Ended May 31, 20X2

Change in unrestricted net assets
Revenue and support
Membership dues
Conferences, workshops, seminars, and sponsorships
Advertising
Publications
Grants, contributions, and other sponsorships
Donated equipment and services
Investment income
Other
Net assets released from restrictions (satisfaction of program restrictions)
Total unrestricted revenue and support

Actual

Budget

Variance
Favorable/
(Unfavorable)

$ 6,762
4,727
877
659
320
310
186
139
347
$14,327

$ 6,782
4,408
801
610
258
378
186
55
—
$13,478

$ 20
(319)
(76)
(49)
(62)
68
—
(84)
(347)
$(849)

(continued)
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Year Ended May 31, 20X2

Expenses
Salaries and benefits
Professional fees
Travel
Rent
Production services
AV, registration, books, and subscriptions
Depreciation and noncapital equipment
Taxes and fees
Donated publication services
Supplies and other
Contributions
Total expenses
Change in unrestricted net assets before unrealized gains (losses) on investments
Unrealized gains (losses) on investments
Change in unrestricted net assets
Unrestricted net assets, beginning of year
Unrestricted net assets, end of year

Actual

Budget

Variance
Favorable/
(Unfavorable)

$ 5,640
2,116
1,760
1,027
630
531
310
306
260
544
43
13,167
1,160
(392)
768
4,805
$ 5,573

$ 5,635
2,148
1,757
1,041
670
539
463
285
270
655
15
$13,478

$ (5)
32
(3)
14
40
8
153
(21)
10
111
(28)
$ 311

2.51 Proceeds from special events must be shown gross of direct benefits expense, per paragraph 13.42 of the Audit and Accounting Guide Not-for-Profit
Entities (the guide), but the expenses may be shown in the expense section of the statement or may be shown as in the following example. As noted in
paragraph 13.41 of the guide, reporting net amounts is permitted, but not required, if the receipts and related costs result from special events that are
peripheral or incidental activities.
2.52
YTL Entity
Statement of Activities (Revenue Section)
Year Ended June 30, 20X2
Revenues:
Contributions and grants:
Donations
Special events
Less: Costs of direct benefits to donors
Bequests
Federated and nonfederated organizations
Total contributions and grants
Fees from exchange transactions:
Subscriptions and other income from periodicals
Sales of materials
Program service fees
Investment income
Miscellaneous revenues
Total fees from exchange transactions
Net assets released from restrictions
Total revenues

Unrestricted

Temporarily
Restricted

Permanently
Restricted

Total

$ 43,092
52,941
(7,900)
20,850
8,129
117,112

$ 30,447
3,647
—
8,303
37
42,434

$—
—
—
309
—
309

$ 73,539
56,588
(7,900)
29,462
8,166
159,855

22,468
5,839
15,715
1,951
2,655
48,628
41,718
$207,458

—
—
—
295
—
295
(41,718)
$ 1,011

—
—
—
(245)
—
(245)
—
$ 64

22,468
5,839
15,715
2,001
2,655
48,678
—
$208,533

2.53 Investment income may be shown gross or net of expenses. FASB ASC 958-225-45-14 states that investment revenues may be reported net of related
expenses, such as custodial fees and internal and external investment advisory costs, provided that the amount of the expenses is disclosed either on the face of
the statement of activities or in notes to financial statements. If shown net, the amount of expenses must be disclosed, either as a deduction in the preceding
manner, in a note, or as part of the revenue caption, as follows.
Revenue:
Other revenue
Investment income, net of expenses of $24,750

2.54 This entity presents the details of investment returns as part of a larger investment note.
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2.55
INVESTMENT RETURN
Components of investment return representing total return on investments and interest-bearing cash and cash equivalents for the years ended December 31,
20X2 and 20X1, are as follows:
Interest and dividends
Realized gains, net
Investment expenses
Realized investment return
Unrealized (depreciation) appreciation
Total investment (loss) return

20X2
$ 2,762,701
2,404,093
(637,354)
4,529,440
(4,640,562)
$ (111,122)

20X1
$ 1,942,800
1,462,861
(497,003)
2,908,658
8,096,157
$11,004,815

2.56 NOTE X: INVESTMENT INCOME
Dividends and interest are accrued as earned and are presented on the Statement of Activities and Changes in Net Assets net of investment expenses of
$456,456 and $433,000 for 20X2 and 20X1, respectively.
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Section 3: Statements of Cash Flows

........................................

3.01 Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 230-10-45-25, encourages, but does not require, entities to use the
direct method (reporting major classes of gross cash receipts and gross cash payments and their arithmetic sum—the net cash flow from operating activities)
in reporting cash flows from operating activities. Both the direct and indirect methods are illustrated in the following examples.
3.02 Note that disclosures regarding noncash financing and investing activities are required. Examples of such noncash activities are donations of securities
and land and buildings, assumption of a mortgage, and other comparable activities.
3.03 Note also that contributions restricted for long-term purposes, such as permanent endowments and the acquisition of property and equipment, are
considered financing activities. If the indirect method is used, such contributions should be deducted from operating activities (accrual basis) and added to
financing activities (cash basis).
3.04 FASB Accounting Standards Update (ASU) No. 2012-05, Statement of Cash Flows (Topic 230): Not-for-Profit Entities: Classification of the Sale Proceeds of
Donated Financial Assets in the Statement of Cash Flows (a consensus of the Emerging Issues Task Force), was issued in October 2012. The ASU provides guidance
on the treatment of proceeds from the near immediate sale of donate assets by a not-for-profit entity (NFP). The ASU requires an NFP to classify such proceeds
in a manner consistent with cash donations received. Generally, cash receipts from the sale of donated assets would be classified as cash inflows from operating
activities. If, however, there is a donor restriction limiting the use of the contributed securities to long-term purposes (for example, to establish or increase an
endowment or to acquire, construct, or improve long-lived assets), the cash proceeds from the sale of the donated assets would be classified as cash inflows
from financing activities. The ASU is effective prospectively for fiscal years beginning after June 15, 2013, with early adoption permitted.

Direct Method
3.05
MNP Foundation
Statements of Cash Flows
Years Ended December 31, 20X2 and 20X1
20X2
Cash Flows Used in Operating Activities:
Interest and dividends received
Cash paid for taxes
Cash paid to suppliers and employees
Cash contributions received
Grants and gifts paid
Net cash used in operating activities
Cash Flows From Investing Activities:
Purchases of fixed assets
Proceeds from sale of fixed assets
Cash received from partnership distributions
Proceeds from sale of investments
Purchase of investments
Net cash from investing activities
Cash Flows Used in Financing Activities:
Cash received from lines of credit
Cash paid on lines of credit
Net cash received from financing activities
Net change in cash
Cash, beginning of year
Cash, end of year

$

20X1

82,060
(8,710)
(52,072)
—
(379,305)
(358,027)

$

72,944
(5,450)
(57,469)
46
(351,693)
(341,622)

(540)
7
520,218
16,253,456
(16,453,634)
319,507

(565)
—
367,809
17,204,133
(17,231,712)
339,665

150,000
(100,000)
50,000
11,480
1,555
$
13,035

100,000
(100,000)
—
(1,957)
3,512
$
1,555
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3.06
FGH University
Statement of Cash Flows
Years Ended July 31, 20X2 and 20X1
Cash Flows From Operating Activities:
Net tuition and fees received
Other educational and noneducational receipts
Contributions and grants received, net of amounts restricted for long-term purposes
Interest and dividends received
Payments to employees and suppliers
Interest paid
Net cash provided by operating activities
Cash Flows From Investing Activities:
Purchases of investments
Sales of investments
Transfers from bond deposits with trustee, net
Acquisition and construction of property and equipment
Student loans repaid
Student loans issued
Net cash used in investing activities
Cash Flows From Financing Activities:
Payment of bond issuance costs
Repayments of bonds and notes
Proceeds from bonds payable
Payments on split interest agreements
Increase for refundable U.S. government grants
Permanently restricted contributions
Payments on interest rate swap contracts
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and Cash Equivalents:
Beginning of year
End of year

20X2

20X1

$ 131,084,374
21,480,370
10,355,608
2,240,733
(148,662,392)
(2,430,391)
14,068,302

$ 121,810,713
24,290,900
9,333,789
1,707,961
(143,979,970)
(2,562,998)
10,600,395

(109,334,051)
108,135,855
(75,287)
(7,222,170)
692,337
(584,039)
(8,387,355)

(67,553,362)
60,863,840
(54,466)
(8,311,837)
845,695
(501,800)
(14,711,930)

(259,205)
(18,259,407)
14,518,050
(306,651)
17,633
7,981,762
(2,957,968)
734,214
6,415,161

(26,000)
(4,099,944)
109,395
(249,816)
21,502
7,555,197
(3,022,517)
287,817
(3,823,718)

30,750,624
$ 37,165,785

34,574,342
$ 30,750,624

3.07 If the direct method of reporting net cash flow from operating activities is used, the reconciliation of the change in net assets to net cash flows from
operating activities should be provided in a separate schedule (per FASB ASC 230-10-45-30). This schedule may be included in a note to the financial statements
if desired, as shown in the following sample note.
3.08 NOTE X: CASH FLOW RECONCILIATION
The change in university net assets is reconciled to net cash provided by operations as follows:
Increase in net assets
Adjustments to reconcile increase in net assets to net cash provided by operating activities
Realized and unrealized net losses (gains) on investments
Depreciation and amortization
Permanently restricted contributions
Increase in contributions receivable
Increase (decrease) in allowance for uncollectible pledges
Increase (decrease) in interest rate swap liability
Payments on interest rate swap contracts
Changes in working capital assets and liabilities, net
Net cash provided by operating activities

20X2
$ 4,190,902

20X1
$ 48,643,483

3,848,755
9,946,175
(7,981,762)
(758,997)
189,000
6,382,735
2,957,968
(4,706,474)
$14,068,302

(35,404,139)
9,520,433
(7,555,197)
(3,404,120)
(665,001)
(2,479,961)
3,022,517
(1,077,620)
$ 10,600,395

Indirect Method
3.09 Note that contributions and other income, which are permanently restricted, are shown as a deduction from the change in net assets to come to cash
flows from operations. Also note that this deduction may not equal the corresponding addition in the financing section; the first is an accrual basis item,
whereas the second is cash basis. Proceeds from the sale of donated securities are deducted from the change in net assets but, in accordance with FASB ASU No.
2012-05, the amount has been added back as the use of the proceeds will be for operations.
3.10 Note that the supplemental information presented at the bottom of the statement may also be presented in a footnote.
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3.11
ABC Academy
Statements of Cash Flows
For the Years Ended June 30, 20X2 and 20X1
Cash Flows From Operating Activities:
Change in net assets
Adjustments to reconcile change in net assets to net cash provided by operating activities
Depreciation
Amortization of deferred bond financing costs
Loss on sale of property and equipment
Net realized and unrealized losses (gains) on investments
Changes in investments held in trust
Contributions restricted for endowment
Donated securities
Proceeds from sale of donated securities
Donated property and equipment
Changes in assets and liabilities:
Receivables, net
Inventory
Prepaid expenses
Accounts payable, accrued expenses, and other liabilities
Deferred income
Other long-term liabilities
Net cash provided by operating activities
Cash Flows From Investing Activities:
Purchase of investments
Proceeds from sale of investments
Purchase of property and equipment
Proceeds from sale of property and equipment
Proceeds from repayment of notes receivable
Loans made
Net cash used in investing activities
Cash Flows From Financing Activities:
Cash contributions restricted for endowment
Investment return on annuity trusts
Annuity trust payments to beneficiaries
Net cash provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents:
Beginning of year
End of year
Supplemental Information:
Interest paid
Noncash transactions
Accrued purchases of property and equipment
Donated securities
Donated property and equipment

20X2

20X1

$ (32,218,022)

$ 22,658,063

15,920,529
105,774
15,804
10,503,955
(81,146)
(36,630)
(332,217)
332,217
(821,000)

15,560,812
105,774
9,762
(27,265,181)
(646,036)
(641,422)
(3,971,830)
3,971,830
(767,891)

6,584,641
3,415
23,815
(44,707)
340,685
(25,744)
271,369

5,183,184
67,087
(186,385)
669,885
31,577
32,582
14,811,811

(1,710,797,339)
1,712,114,376
(2,912,635)
—
—
(133,000)
(1,728,598)

(437,762,727)
420,799,423
(1,806,199)
2,000
2,250,000
(150,000)
(16,667,503)

108,918
117,338
(191,282)
34,974
(1,422,255)

1,751,020
134,818
(186,065)
1,699,773
(155,919)

$

1,627,636
205,381

$

1,783,555
1,627,636

2,333,464

1,010,668

212,075
332,217
821,000

51,831
3,971,830
767,891
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Section 4: Statements of Functional Expenses

........................

4.01 A statement of functional expenses is a required statement for not-for-profit entities (NFPs) that are voluntary health and welfare entities. Voluntary
health and welfare entities are defined in the AICPA Audit and Accounting Guide Not-for-Profit Entities (the guide) as entities that derive their revenue primarily
from voluntary contributions from the general public. The term general public excludes government entities.
4.02 Paragraph 3.42 of the guide notes that other NFPs are encouraged, but not required, to provide information about expenses by their natural expense
classification. The AICPA’s Financial Reporting Executive Committee recommends that all NFPs that receive significant support from the general public
(contributions of 20 percent to 30 percent or more of total revenue and support is derived from the general public) present a statement of functional expenses
as a basic financial statement or in the notes to the financial statements.
4.03 Entities have great flexibility about how many program and supporting service columns and how many lines are shown on the statements. However, the
columns reflected by voluntary health and welfare entities should be the same as the functional expense line items in the statement of activities. Some entities
display in their statement of functional expenses information about interdepartmental charges and the allocation of a pool of direct overhead expenses to other
functions.
4.04 The first illustrated example is typical. See also “Expenses” in section 7, “Disclosures Related Primarily to the Statement of Activities and Related
Statements.” Various formats are used in practice to show comparative information. The ones illustrated are the most popular; others include showing
comparative totals at the bottom of the statement in addition to or in place of the right-hand column. Alternatively, a complete prior-year statement can be
presented, and must be, if the entity is a voluntary health and welfare entity, and the auditor intends to express an opinion on both years. Some entities
combine all payroll expenses (salaries, employee benefits, payroll taxes) into one line.
4.05
Statement of Functional Expenses for the Year Ended December 31, 20X2
(With Summarized Information for 20X1)
Program Activities

Grants
Employee costs
Professional fees
Supplies
Telecommunications
Postage and shipping
Occupancy cost
Equipment rental and maintenance
Printing and publications
Travel
Conferences and meetings
Data processing
Depreciation and amortization
Miscellaneous
Total expenses
Costs of direct benefits to donors
Total expenses and costs of direct benefits to donors

Research
$33,588
2,452
1,456
59
103
296
536
57
1,932
47
3,358
43
29
262
$44,218

Information
$ 163
18,856
7,372
2,632
915
4,696
4,927
449
10,845
769
1,359
461
874
1,768
$56,086

Advocacy and
Public Awareness
$ 10
20,972
5,443
602
848
3,146
2,281
418
5,640
1,010
1,791
503
700
1,654
$45,018

Supporting Services
Management
and General
$ —
2,630
1,001
74
80
362
716
58
1,255
74
83
42
962
1,066
$8,403

Fundraising
$ —
17,296
5,660
442
657
6,160
1,831
321
9,076
871
359
1,121
350
2,130
$46,274

Total Program and
Supporting Services
20X2
20X1
$ 33,761
$ 33,389
62,206
59,900
20,932
20,010
3,809
3,812
2,603
2,595
14,660
14,983
10,291
10,089
1,303
1,341
28,748
26,330
2,771
2,421
6,950
6,248
2,170
2,202
2,915
3,888
6,880
7,616
199,999
194,824
7,900
7,220
$207,899
$202,044

4.06 Some entities display in their statement of functional expenses information about the allocation of a pool of direct overhead expenses to other functions.
This appears as in the following example (only a portion of the statement is shown).
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4.07
Program
$

Auxiliaries
$

General and
Administrative
$

Fundraising and
Support Services
$

10,892,462
6,649,188
$107,255,195

791,080
8,471,569
$23,090,315

522,768
3,794,175
$28,958,207

307,362
2,392,750
$25,610,250

473,640
3,512,886
$37,018,266

Research
Personnel
Supplies and services
[Etc.]
Depreciation and amortization
Interest
Total

Support
Membership
Activities
$

Total
$
12,596,810
21,867,750
$190,617,975

4.08 This entity has so many different functions and subtotals that presenting them in two “layers,” rather than all side-by-side, is a practical way to avoid
either crowding the numbers or using a fold-out page.
4.09
CRA Charity
Statement of Functional Expenses
For the Year Ended June 30, 20X2
With Comparative Totals for 20X1

Salaries and wages
Employee benefits
Total
Travel and maintenance
Equipment maintenance and rental
Supplies and materials
Contractual services
Financial and material assistance
Depreciation and amortization
Total expenses

Salaries and wages
Employee benefits
Total
Travel and maintenance
Equipment maintenance and rental
Supplies and materials
Contractual services
Financial and material assistance
Depreciation and amortization
Total expenses

30
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Services to
Armed Forces
$24
7
31
1
1
2
16
1
1
$53

Fundraising
$ 71
21
92
5
1
4
64
3
3
$172

Biomedical
Services
$ 957
288
1,245
37
78
500
334
2
44
$2,240

Community
Services
$24
7
31
1
5
13
12
12
4
$78

Program Services
Domestic Disaster
Services
$ 79
24
103
20
11
7
54
63
19
$277

Supporting Services
Management and General
$ 79
24
103
3
4
—
28
1
2
$141
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Safety Services
$ 76
23
99
5
2
15
64
6
5
$196

Total Supporting Services
$150
45
195
8
5
4
92
4
5
$313
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International
Services
$ 18
6
24
3
2
—
10
147
1
$187

Total Program
Services
$1,178
355
1,533
67
99
537
490
231
74
$3,031

Total Expenses
20X2
20X1
$1,328
$1,353
400
346
1,728
1,699
75
62
104
100
541
573
582
518
235
404
79
83
$3,344
$3,440
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Section 5: Disclosures—General

..............................................

5.01 These sample notes are not necessarily complete for any given entity’s circumstances. Also, the sample notes included in this publication are generally
limited to those for which the fact that the entity is a not-for-profit entity (NFP) introduces unique or different reporting or disclosure requirements, or both.
Notes that do not differ based on the type of entity, such as pension disclosures required by Financial Accounting Standards Board (FASB) Accounting Standards
Codification (ASC) 715, Compensation—Retirement Benefits, and capital leases (FASB ASC 840, Leases), are generally not included.
5.02 In practice, notes that include descriptions of accounting policies are often gathered together in one “Accounting Policies” note. Some or all of them are,
however, sometimes included in other notes that contain additional information about the item in question. For example, the entity’s accounting policies
related to fixed assets and depreciation may be presented in the note that summarizes fixed assets by type.

Description of Entity and General Accounting Policies
5.03 FASB ASC 958-205-50-1 requires that the financial statements provide a description of the nature of the entity’s activities, including a description of each
of its major classes of programs, either on the statement of activities or in the notes to the financial statements. Some entities combine these two items into one
note; others put them in two separate notes.
5.04 NOTE X: ORGANIZATION AND SUMMARY OF ACCOUNTING POLICIES
ORGANIZATION
The [Aquarium] and its supporting organization, the [Aquarium Support Service], (collectively, the Aquarium) are [State] not-for-profit corporations. The
Aquarium’s mission is to inspire conservation of the oceans. The Aquarium’s major programs include a public aquarium whose exhibits focus primarily, but not
exclusively, on marine life of [Region]; education programs serving students from preschool through college, as well as primary- and secondary-school
educators; and research and conservation initiatives, which include (a) the long-term survival of the southern sea otter, (b) understanding and conserving tunas
and other highly migratory animals, (c) promoting seafood sustainability, and (d) conducting and communicating scientific research that promotes marine
conservation and informs ocean policy.
BASIS OF PRESENTATION
The accompanying consolidated financial statements have been prepared using the accrual basis of accounting in accordance with generally accepted
accounting principles of the United States of America (GAAP) and are presented on the basis of unrestricted, temporarily restricted, and permanently restricted
net assets.
PRINCIPLES OF CONSOLIDATION
The accompanying consolidated financial statements include the accounts of the [Aquarium] and the [Aquarium Support Service]. The [Aquarium] controls and
has an economic interest in the [Aquarium Support Service]. Intercompany transactions and accounts have been eliminated in consolidation.
CASH AND CASH EQUIVALENTS
Cash and cash equivalents consist of cash on hand or in demand deposit accounts and highly liquid investments purchased with an original maturity of three
months or less. Cash and cash equivalents managed by the Aquarium’s investment managers are included in investments except those which are considered
working capital. Cash and cash equivalents do not include cash restricted by donors for exhibits or other assets restricted for long-term purposes.
PLEDGES AND GRANTS RECEIVABLE, NET
Pledges and grants receivable consist of unconditional promises to give that are expected to be collected in future years and grants classified as conditional
promises to the extent that conditions have been met but reimbursement from the grantor has not yet been received. Pledges and grants receivable are
reported as either temporarily or permanently restricted support unless explicit donor stipulations or circumstances surrounding the pledge make clear the
donor intended it to be used to support activities of the current period.
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Pledges receivable are recorded at the present value of their estimated future cash flows. The discounts on these amounts are computed using risk-adjusted
rates applicable in the years in which those promises are received. Amortization of the discounts is included in contributions and grants in the accompanying
consolidated statements of activities and changes in net assets. Pledges and grants receivable are reviewed for collectability and a provision for doubtful
pledges receivable is recorded based on management’s judgment and analysis of the creditworthiness of the donors, past collection experience, and other
relevant factors.
BENEFICIAL INTEREST IN SPLIT-INTEREST AGREEMENTS AND GIFT ANNUITY PAYMENT LIABILITY
Assets contributed by donors under charitable remainder trust agreements and controlled by third parties are presented at fair value as measured by the
present value of the estimated future distributions to be received by the Aquarium over the term of the agreement.
Assets contributed by donors under gift annuity agreements and controlled by the Aquarium are recognized at fair value with a corresponding liability to
beneficiaries of the annuity agreements. Such liability is calculated as the present value of the estimated future cash flows to be distributed to the income
beneficiaries over their expected lives. The Aquarium has determined such liability using investment returns is consistent with the composition of investment
portfolios, single or joint life expectancies from the IRS Publication 1457, and the risk-adjusted rates applicable in the years in which the agreements were
entered into.
INVESTMENTS
Investments are reflected on the consolidated statements of financial position at fair value. Changes in unrealized gains and losses resulting from changes in fair
value are reflected in the consolidated statements of activities and changes in net assets. Dividends and interest are recognized as they are earned.
PROPERTY, EQUIPMENT, AND EXHIBITS, NET
Property, equipment, and exhibits are stated at cost, or at fair value at the date of donation, and depreciated on the straight-line method over the estimated
useful lives of the assets as follows:
Asset
Buildings
Exhibits
Equipment, furniture, and fixtures

Years
10–40
2–15
2—15

Capitalized costs for self-constructed property, equipment, and exhibits assets include direct labor and benefits for employees specifically identified with the
project. Property, equipment, and exhibits assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount
of such assets may not be recoverable.
UNRESTRICTED NET ASSETS
Unrestricted net assets represent unrestricted resources available to support the Aquarium’s operations and temporarily restricted resources which have become
available for use by the Aquarium in accordance with the intentions of donors. Unrestricted net assets include funds functioning as endowment through
designation by the Board.
TEMPORARILY RESTRICTED NET ASSETS
Temporarily restricted net assets represent gifts that are subject to donor-imposed purpose or time restrictions that can be fulfilled either by actions of the
Aquarium pursuant to those restrictions, with the passage of time, or both. Upon satisfaction of such restrictions, net assets are released from temporarily
restricted net assets and recognized as unrestricted net assets. Temporarily restricted net assets also include undistributed earnings from donor restricted
endowments which are released from temporarily restricted net assets and recognized as unrestricted net assets upon Board approval of annual endowment
distributions.
PERMANENTLY RESTRICTED NET ASSETS
Permanently restricted net assets represent gifts with donor-imposed restrictions that the original gift amounts be maintained in perpetuity as an endowment.
REVENUE RECOGNITION
Contributions and unconditional grants are recognized as support and revenues when they are received or unconditionally pledged. The Aquarium reports such
gifts as restricted support and revenues if they are subject to time or donor-imposed restrictions. Temporarily restricted net assets are reclassified to unrestricted
net assets and reported in the consolidated statements of activities and changes in net assets as net assets released from restrictions when a stipulated time
restriction ends, purpose restriction is accomplished, or both. However, temporarily restricted contributions and grants are reported as unrestricted support and
revenues if the restriction is met in the same calendar year that the gift is received.
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Conditional contributions are not recorded as support and revenues until the conditions are met. Payments classified as exchange transactions (reciprocal
transfers between two entities in which goods and services of equal value is exchanged) are not recorded as other support and revenues until allowable
expenditures are incurred.
Contributions of services are recorded at estimated fair value when received if such services require specialized skills, are provided by individuals possessing
those skills, and would typically need to be purchased if not donated.
Contributions of food, equipment, and other goods are recorded at estimated fair value when received.
The Aquarium occasionally receives services or products through trade transactions for Aquarium admission tickets. Admission revenue and expenses are
recorded at the ticket fair value unless the fair value of services or products received exceeds the ticket fair value, in which case contributions revenue is recorded
for the excess amount.
Memberships are recorded as deferred revenue and recognized as unrestricted support and revenues ratably over the membership period, which is one to three
years.
Rental income is recognized on a straight-line basis over the rental period and includes storage and parking fees and any reimbursements from tenants for
common area maintenance, insurance, and real estate tax expenses. Rental income is included in other revenue on the consolidated statements of activities and
changes in net assets.
FUNCTIONAL ALLOCATION OF EXPENSES
Certain expenses, such as facilities operations, depreciation, website expenses, and volunteer resources, are allocated among program services and support
services based primarily on space occupied and on estimates made by the Aquarium’s management.
USE OF ESTIMATES
The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, as well as disclosure of contingent assets and liabilities at the date of the consolidated financial statements, and the
reported amounts of revenues and expenses during the reporting period. Significant estimates include allowance for doubtful pledges receivable; the discount
rate on multiyear pledges receivable and beneficial interest in split-interest agreements; the valuation of nonmarketable investments; the useful lives of
property, equipment, and exhibits; and the present value of gift annuity payment liability. Actual results could differ from those estimates.
RECLASSIFICATION
Certain items previously reported in the 20X1 consolidated statement of activities and changes in net assets have been reclassified to conform to the current
financial statement presentation.
5.05 NOTE X: BASIS OF PRESENTATION
The accompanying financial statements have been prepared on the accrual basis of accounting in accordance with accounting principles generally accepted in
the United States of America (GAAP). The Library reports information regarding its financial position and activities according to three classes of net assets:
• Unrestricted net assets. Net assets that are not subject to donor-imposed stipulations. The Board of Trustees may elect to designate such net assets for
specific purposes or to function as endowment. This designation may be removed at the Board’s discretion.
• Temporarily restricted net assets. Net assets that are subject to donor-imposed stipulations that either expire by passage of time or can be fulfilled and
removed by actions of the Library pursuant to these stipulations.
• Permanently restricted net assets. Net assets that are subject to donor-imposed stipulations that must be maintained in perpetuity while permitting the
Library to use or expend part or all of the income derived from the donated assets.
The financial statements report activity in a columnar format, reflecting the following main centers of financial activity at the Library:
• General Fund. Represents those net assets associated with the regular programs and activities of the Library.
• Endowment Fund. Represents those net assets, which are restricted for, or designated as, endowment, the income from which helps to underwrite the
program activities of the Library. The Endowment Fund also reflects the activity associated with the Library’s beneficial interests in trusts, insurance, and
real estate.
• Property Fund. Represents those net assets associated with the Library’s holdings of land, buildings, improvements, and equipment.
5.06 NOTE X: DESCRIPTION OF ENTITY
The Association is a not-for-profit voluntary health agency that works to prevent and cure [disease] and to improve the lives of all people affected by [disease].
This mission is accomplished through programs in communities throughout the country. The following are the Association’s principal program activities:
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1. Research. The Association provides financial support to researchers who are seeking knowledge in the following areas:
a. The prevention and cure of [disease]
b. The prevention and cure of the complications of [disease]
c. New and improved therapies for individuals affected by [disease]
2. Information. The Association conducts programs that provide [disease] information to individuals with [disease], their families, and their health care
providers.
3. Advocacy and public awareness. The Association acts as an advocate for people with [disease] by delivering programs with important [disease] messages
to the general public and to all levels of the government.
5.07 NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES [portion of longer note]
Principles of consolidation. The accompanying consolidated financial statements include the financial position, changes in net assets, and cash flows of the
ballet and the foundation because the ballet has both control and economic interest in the foundation. Interorganizational transactions and accounts have been
eliminated in the consolidation.
5.08 NOTE X: GENERAL PURPOSE AND ACTIVITIES
The [State] Community Foundation’s (the Foundation) mission is to strengthen [Regional] communities through effective philanthropy and civic engagement.
The Foundation administers more than 1,500 individual funds, each established with an instrument of gift describing either the general or specific purposes for
which grants are to be made.
The consolidated financial statements of the Foundation include 14 affiliated organizations which are separately incorporated charitable organizations that are
administered by the Foundation. All significant intercompany balances and transactions have been eliminated within the consolidated financial statements.
The Foundation and its affiliates are collectively referred to herein as the Foundation.
5.09 NOTE X: ORGANIZATION AND OPERATIONS
The consolidated financial statements include the accounts of the [Charity] and its wholly owned and controlled affiliates (collectively, the Organization). All
intercompany transactions and accounts have been eliminated.
The Organization is a humanitarian organization dedicated to working with children, families, and their communities worldwide to reach their full potential by
tackling the causes of poverty and injustice. The Organization provides emergency relief and long-term community development programs, including local
leadership training, in nearly 100 countries around the world. The Organization also educates the public on poverty- and justice-related issues and advocates on
behalf of the impoverished and oppressed. The Organization serves all people, regardless of religion, race, ethnicity, or gender. The Organization strives to
maximize its impact by partnering with other development groups, local organizations, and churches. The majority of [Charity’s] programs are carried out
worldwide through [Related Entity]. [Charity] makes funding commitments to [Related Entity] during each fiscal year. As a result, [Charity] incurs a payable to
[Related Entity] and satisfies this payable by remitting cash throughout the year.
[Charity] is organized as a nonprofit corporation under the laws of [State] and is a tax-exempt organization under Section 501(c)(3) of the Internal Revenue
Code and corresponding [State] provisions. Donors of cash, property, or both are entitled to the maximum charitable contribution deduction allowed by law.
5.10 NOTE X: ORGANIZATION
The [Entity] and the [Entity Foundation], collectively, the [Organization], were established as nonprofit corporations to preserve and promote [rights] as
guaranteed by the United States Constitution and the nation’s laws. The [Entity] is exempt from federal income tax under Section 501(c)(4) of the Internal
Revenue Code, and the [Entity Foundation] is exempt from federal income tax under Section 501(c)(3).
The [Organization] is affiliated with 50 nonprofit, tax-exempt organizations in several states in the United States, all of which include reference to the [Entity] or
some variation thereof in their names (the affiliates). The affiliates also operate through related Section 501(c)(3) and Section 501(c)(4) organizations. The
affiliates share the same overall mission and purpose as the [Organization], but their programs focus more on local or regional issues, while the [Organization’s]
program activities are focused on overarching [rights] issues and initiatives. Although the [Organization] plays no direct role in the governance of and, except in
very limited instances, does not share employees with, the affiliates, the organizations jointly raise funds and work together on certain programs and the
[Organization], through either the [Entity] or [Entity Foundation], as appropriate, at its sole discretion provides targeted financial and other support to the
affiliates.
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5.11 NOTE X: BASIS OF PRESENTATION
The [University] is a private, nonprofit institution that provides education and related services to students and others, research and related services to
sponsoring organizations, and professional medical services to patients. The University is based in [City], [State], but also maintains facilities and operates
education programs elsewhere in [State], in [District], and, on a more limited scale, in certain foreign locations.
Education and related services (for example, room, board, and so on) are provided to approximately 21,000 students, including 13,000 full-time students and
8,000 part-time students. The full-time students are divided about equally between graduate level (including postdoctoral) and undergraduate level. Students
are drawn from a broad geographic area, including most of the states in the United States and numerous foreign countries. The majority of the part-time
students are graduate level students from the [City/District] area.
Research and related services (for example, research training) are provided through approximately 1,800 government and private sponsors. Grants, contracts,
and similar agreements produced approximately 58 percent of the University’s operating revenues in fiscal 20X2 and 20X1. Approximately 88 percent and 89
percent of these revenues come from departments and agencies of the United States government in fiscal 20X2 and 20X1, respectively. Major government
sponsors include the Department of Health and Human Services, the Department of Defense, the National Aeronautics and Space Administration, and the
Agency for International Development.
Professional medical services are provided by members of the University’s faculty to patients at the [University] Hospital (the Hospital) and other hospitals and
outpatient care facilities in the [City] area. The patients are predominantly from the [City] area, other parts of [State], or surrounding states.
5.12 NOTE X: BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ACCOUNTING PERIOD
The Zoological Society (the Society) reports on a 52/53-week year ending the Sunday nearest December 31. The fiscal year ended December 30, 20X2, included
52 weeks and has been designated as 20X2 in the accompanying combined financial statements.
FUND ACCOUNTING AND NET ASSET CLASSIFICATION
To ensure compliance with restrictions placed on the resources available to it, the Society’s accounts are maintained in accordance with the principles of fund
accounting, a procedure by which resources are classified for accounting and reporting into funds established according to their nature and purpose. In the
combined financial statements, funds that have similar characteristics are combined into three net asset categories:
• Unrestricted net assets are not restricted by donors or the donor-imposed restrictions have expired.
• Temporarily restricted net assets contain donor-imposed restrictions that permit the Society to use or expend the assets only as specified. These
restrictions are satisfied either by the passage of time or by the Society’s expenditure for the specified purpose.
• Permanently restricted net assets contain donor-imposed restrictions and stipulate that the resources be maintained permanently but permit the Society
to use or expend part or all of the income derived from the donated assets for either specified or unspecified purposes.
5.13 The following two examples are of notes used that describe non-generally accepted accounting principles (GAAP) policies with an immaterial effect on
the financial statements.
5.14 NOTE X: BASIS OF ACCOUNTING [Financial statements are on a GAAP basis.]
The entity does not provide an allowance for uncollectible pledges receivable, but rather expenses such items in the period they become uncollectible. This
practice differs from generally accepted accounting principles (GAAP), but its impact is deemed immaterial.
5.15 NOTE X: BASIS OF ACCOUNTING [Financial statements are on a GAAP basis.]
The college recognizes interest and dividend income substantially on the cash basis and does not amortize bond premiums or accrete bond discounts, except
that the discount on zero-coupon bonds is accreted, and the income on guaranteed investment contracts is accrued. The difference between such policies and
those that would result from following the full accrual, amortization, and accretion methods is not material.
5.16 NOTE X: NET ASSET CATEGORIES
For financial reporting purposes, net assets and revenues, gains and losses are classified into one of three categories: unrestricted, temporarily restricted, or
permanently restricted.
UNRESTRICTED NET ASSETS
Unrestricted net assets are expendable resources that are not subject to donor-imposed restrictions. Unrestricted net assets include funds designated for
operations, net investment in plant facilities, certain investment and endowment gains, and funds functioning as endowment. These net assets may be
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designated by the [University] or the [Affiliated Hospitals] for specific purposes under internal operating and administrative arrangements or be subject to
contractual agreements with external parties. Donor-restricted contributions that relate to the [University’s] or the [Affiliated Hospitals’] core activities and are
received and expended or deemed expended based on the nature of donors’ restrictions are classified as unrestricted. All expenses are recorded as a reduction of
unrestricted net assets.
The operating activities of the [University] and the [Affiliated Hospitals] include the revenues earned and expenses incurred in the current year to support the
[University’s] core activities of teaching and research or the [Affiliated Hospitals’] patient care, teaching, and research missions. The nonoperating activities of the
[University] and [Affiliate Hospitals] include increases or decreases in reinvested gains, current year gifts not included in operations, capital and other gifts
released from restrictions, pension and other postemployment benefit related changes other than net periodic benefit expense, and certain other nonoperating
activities.
Transfers from unrestricted net assets to temporarily restricted net assets and permanently restricted net assets are primarily the result of donor redesignations
or matching funds that are added to donor gift funds which then take on the same restrictions as the donor gift.
TEMPORARILY RESTRICTED NET ASSETS
Temporarily restricted net assets include gifts and pledges that are subject to donor-imposed restrictions that expire with the passage of time, payment of
pledges, or specific actions to be undertaken by the [University] or the [Affiliated Hospitals], which are then released and reclassified to unrestricted net assets.
In addition, appreciation and income on certain donor-restricted endowment funds are classified as temporarily restricted net assets until authorized for
spending. Donor-restricted resources intended for capital projects are initially recorded as temporarily restricted and released from their temporary restrictions
and reclassified as unrestricted net assets when the asset is placed in service. Also included in this category is the [University’s] net equity in split interest
agreements that are expendable at maturity.
PERMANENTLY RESTRICTED NET ASSETS
Permanently restricted net assets consist primarily of endowment, annuity, and life income funds that are subject to donor-imposed restrictions requiring that
the principal be invested in perpetuity. Permanently restricted net assets may also include funds reclassified from other classes of net assets as a result of
donor-imposed stipulations, the [University’s] net equity in split interest agreements that are not expendable at maturity, and net assets which by donor
stipulation must be made available in perpetuity for specific purposes.
5.17 NOTE X: NET ASSETS
The Museum reports information regarding its consolidated financial position and changes in activities in one of three classes of net assets: permanently
restricted, temporarily restricted, and unrestricted.
Permanently restricted net assets contain donor-imposed restrictions stipulating that the resources be maintained permanently but permit the Museum to use
or expend part or all of the investment return from the donated assets for specified or unspecified purposes.
Temporarily restricted net assets contain donor-imposed restrictions that permit the Museum to use up or expend the donated assets as specified. The
restriction is satisfied either by the passage of time or by actions of the Museum. Investment income and gains/losses on permanently restricted net assets are
reported as temporarily restricted until appropriated for expenditure in accordance with donor imposed stipulations. The appropriation and spending of such
income is subject to a standard of prudence, as more fully disclosed in Note Y.
Unrestricted net assets are neither permanently restricted nor temporarily restricted by donor-imposed restrictions. As reflected in the accompanying
consolidated statements of financial position, the Museum has designated unrestricted net assets into the following two categories:
a. Museum operations comprise net assets that are an integral part of the Museum’s programs and supporting activities, including fixed assets purchased
from general operating support funds and net assets designated for long-term investments which include realized capital gains and unrealized
appreciation on permanently restricted net assets which have no donor-imposed restrictions on either income or capital appreciation.
b. Plant and equipment funded by designated gifts represents fixed assets constructed or acquired with donor specified contributions.
Contributions, including promises to give, are recorded as restricted support if they are received with donor stipulations that limit the use of the donated assets.
When a donor restriction expires, that is, when a stipulated purpose restriction is satisfied either by the passage of time or the actions of the Museum,
temporarily restricted net assets are reclassified to unrestricted net assets and reported in the consolidated statements of unrestricted revenues, expenses and
changes in net assets as net assets released from restrictions. It is the Museum’s policy to record temporarily restricted contributions and investment returns
thereon that are received and expended in the same accounting period in the unrestricted net asset category.
It is the Museum’s policy to recognize contributions restricted by a donor for the acquisition or construction of long-lived assets as temporarily restricted support
and to reclassify such support to unrestricted net assets as net assets released from restriction when the asset has been acquired or placed in service.
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Nonmonetary contributions are recorded at estimated fair value at date of receipt if the Museum received certain goods and services that meet criteria under
generally accepted accounting principles (GAAP) for recognition as contributions. A substantial number of volunteers have contributed significant amounts of
time to the Museum; however, no amounts have been reflected in the accompanying consolidated financial statements for such contributed services as these
services do not meet the criteria for recognition as contributions under GAAP.
5.18 In this example, in order to maintain sufficient liquidity, the entity has sought release of permanently restricted net assets (either through agreement by
the donor or legal means). In addition, the entity’s board has removed the designation from board-designated endowments in order to cover operating
expenses.
5.19 NOTE X: LIQUIDITY
The Association has obtained releases of certain permanently restricted net assets in previous years and continues to monitor operating and investment results.
In addition, the Board voted to release $2,000,000 of board-designated endowment funds to cover operating expenses. The resulting increase in liquidity and
monitoring of permanent endowment funds whose values are less than the original gift provides management with the ability to utilize such funds for
operations in the coming years.
5.20 NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Museum records in-kind professional services as contribution revenue. Contributed professional services are recognized if the services received (a) create or
enhance long-lived assets or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if not
provided by donation. The in-kind support reflected in the accompanying financial statements is included in contribution revenue and is offset by like amounts
included in expenses.
A substantial number of unpaid volunteers have made significant contributions of their time in the furtherance of the Museum’s programs. Such services do not
meet the criteria for recognition as a contribution as described above and, therefore, their value is not reflected in the accompanying financial statements.
5.21 NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES [portion of longer note]
CHARITABLE TRUSTS RECEIVABLE
Charitable trusts are trusts that represent the Organization’s interest in outside trust accounts. These trusts are created by donors independently of the
Organization and are neither in the possession nor under the control of the Organization. The trusts are administered by outside agents as designated by the
donor. The Organization records the fair value, using present value calculations and discounted at the rate commensurate with the risks involved. The trusts are
recognized as revenue when the Organization is notified that it has been named as an irrevocable beneficiary. The Organization acts as trustee for similar trusts
as noted under assets held in trust.
ASSETS HELD IN TRUST
The Organization acts as trustee, or has been named as successor trustee, for various revocable and irrevocable trusts. These trusts are governed by their
respective written agreements, which provide for the assets to become the property of the Organization, in whole or in part, after the occurrence of specific
events. Accordingly, the assets of such trusts, when the Organization acts as trustee, are reflected in the accompanying consolidated financial statements of the
Organization at fair value with a related liability at net present value, which is reported as amounts held for others. The Organization discharges its fiduciary
duties pursuant to these agreements under the direction of the Board of Directors and management. Generally, any trust assets held by the Organization are
held in the name of the Organization as trustee for a particular trust. The irrevocable and revocable trusts, when the Organization acts as trustee, are
administered by [Investment Manager].
CHARITABLE GIFT ANNUITIES
Under charitable gift annuity contracts, the Organization receives irrevocable title to contributed assets and agrees to make fixed period payments over various
periods, generally the life of the donor. Contributed assets are recorded at fair value at the date of receipt and a liability is established for the present value of
future annuity payments. The assets to fund these liabilities are maintained in a separate and distinct fund and are invested in accordance with applicable state
laws and reserve requirements. In addition to these assets, the Organization set aside an additional gift annuity reserve of $2,720 and $2,645 at September 30,
20X1 and 20X2, respectively, which is included in investments in pooled funds. The excess of contributed assets over the annuity liability is recorded as
unrestricted contribution revenue. Any actuarial gain or loss resulting from the computation of the liability for the present value of future annuity payments is
recorded as an unrestricted change in the value of split-interest agreements. Upon termination of the annuity contract, the remaining liability is recognized as
change in value of split-interest revenue.
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5.22 NOTE X: FLUCTUATIONS IN REVENUES AND EXPENSES
Due to the emphasis of the entity’s programs on provision of disaster relief, the level of entity activity normally varies from year to year by a considerable
amount, depending on the number of incidents occurring, which cause people to need the entity’s help. In 20X2, a significantly higher number of such incidents
occurred and, accordingly, expenses were higher than in 20X1, and additional funds were raised to cover the increased expenses and to rebuild the entity’s
reserves for future disasters.

Contingencies and Other Uncertainties, Including Going Concern Questions
5.23 NOTE X: CONTINGENCIES
In 20X2, the Society acquired additional office space and renegotiated its current [City] corporate office leases to enter into a new 15-year operating lease
expiring December 20Y6. Also in 20X2, the Society entered into an operating lease agreement for office space located in [City] expiring December 20Y6. The
Society also holds leases in [City], [State], and [City], [State]. The aggregate commitment under these leases will be charged to expense on a straight-line basis
over the terms of respective leases. The Society’s aggregate annual minimum rental obligations at December 31, 20X2, for facilities under operating leases
expiring through 20Y6 are as follows:
2012
2013
2014
2015
2016
Thereafter

$ 2,984,815
3,083,886
2,858,210
2,632,579
2,551,820
29,770,924
$43,882,234

In 20X2, the Society entered into fixed-price construction contract for the renovation of its [Location] property. Approximately $14 million has been committed
to the renovation of the [Location] property.
The Society, along with at least three other entities, is party to pending civil litigation. The ultimate potential loss cannot be reasonably estimated at this time in
part because of the other parties involved. Nevertheless, management does not expect the outcome of this matter to have a material effect on the financial
position, changes in net assets, and cash flows of the Society, beyond the estimated amount accrued.
In addition, the Society is a defendant in several other lawsuits arising in the normal course of operations. Although outside counsel cannot predict the outcome
of such litigation, management does not expect the outcome to have a material effect on the financial position, changes in net assets, and cash flows of the
Society.
5.24 NOTE X: LOAN GUARANTEES
In December 20W1, the Foundation entered into an agreement with an unaffiliated not-for-profit organization to be contingently liable for a continuing
guaranty of indebtedness of up to $1.8 million. The not-for-profit organization obtained a line of credit with a financial institution for the purpose of
rehabilitation and improvement of real property to serve as a youth center. At June 30, 20X2 and 20X1, there was no outstanding balance under the line of
credit. However, the not-for-profit organization is involved in a lawsuit with its contractors, which may result in future drawdowns on the line of credit.
Accordingly, the financial institution has not released the Foundation from the guaranty, and the Foundation has no recourse provisions available under the
agreement. In the opinion of management, any future requirement to satisfy this guaranty will not have a material adverse effect on the Foundation’s
consolidated financial position or changes in net assets.
5.25 NOTE X: COMMITMENTS AND CONTINGENCIES
During calendar year 2004, the Association entered into an extended services agreement with [Corporation], whereby the Association is required to purchase
from [Corporation] a minimum of $20.5 million from November 1, 20X1, through October 31, 20X2. As part of the extended services agreement, the Association
was advanced $2.65 million as a discount on future purchases of products and services, which was recorded as deferred revenue in the consolidated statements
of financial position. As of September 30, 20X2 and 20X1, the remaining refundable advances related to this transaction totaled $0 and $73,615, respectively,
and were included within deferred revenue in the consolidated statements of financial position.
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COMMITMENTS FOR CONFERENCE FACILITIES
The Association is committed under agreements with various organizations for conference space for its events through the year 20X2. The contracts stipulate
the number of room nights reserved and the termination clauses if the Association were to cancel on certain dates before the meetings. As of September 30,
20X2 and 20X1, the potential liability to the Association for terminating all such conference contracts is approximately $1,062,000 and $1,245,000, respectively.
At the present time, the Association has no intention of terminating any of these contracts.
LEGAL ACTIONS
From time to time, the Association and its subsidiaries are named as defendants in various legal actions. In the opinion of management and legal counsel, the
likelihood of a material adverse outcome is remote.
5.26 NOTE X: CONTINGENT LIABILITIES
The Organization is required to pay an assessment to [Affiliated Organization] under terms and conditions which change from time to time. Starting in 20W9,
using previous arrangements and because of its economic situation, the Organization was unable to follow its original intentions and pay its full assessment to
[Affiliated Organization]. As a result of an agreement reached with [Affiliated Organization] in April 20X0, it was agreed that certain conditions would have to
exist and be continuing before the Organization would make any payments on the outstanding amount; it is not known when such conditions will exist. As a
result, the Organization classifies any such amounts as they may exist from time to time as contingent liabilities.
5.27 NOTE X: CONTINGENCIES
The University receives funding or reimbursement from agencies of the United States government for various activities that are subject to audit and is a
defendant in various legal actions incident to the conduct of its activities. Except as specifically discussed below, management does not expect that liabilities, if
any, related to these audits or legal actions will have a material impact on the University’s financial position. However, the settlement of audits or legal actions
is subject to inherent uncertainties, and it is possible that such liabilities, if any, will differ materially from management’s current expectations.
In 19Z7, the University was named as a potentially responsible party (PRP) by [Agency] under the Comprehensive Environmental Response, Compensation, and
Liability Act, as amended. As a PRP, the University may be jointly liable for contribution toward clean-up costs, estimated to be in excess of $100 million of the
[Agency]/[Affiliated Entity] Superfund site.
Officials of the University presently are not able to predict the impact, if any, that final resolution of this matter will have on the University’s financial position or
changes in its net assets. However, the University believes that it will have recourse to the U.S. government for any liabilities it may incur in connection with
being named a PRP for that site.
5.28 NOTE X: BUSINESS MATTERS
For the fiscal year ended July 31, 20X2, the Opera experienced an increase in unrestricted and total net assets of approximately $13.6 million and $53.3 million,
respectively, reducing the accumulated unrestricted net assets deficit to $133 million. The line of credit as discussed in Note X has been extended to August 31,
20X3. Any outstanding principal and interest is due at the line’s expiration date. At January 17, 20X3, the amount outstanding under the line of credit was $23
million. Based upon the most recent information available and management’s actions taken to improve access to cash and reduce costs, the Opera estimates
that it has sufficient liquidity through July 31, 20X3, to support operations.
5.29 NOTE X: CONCENTRATION AND CREDIT RISK
FUNDING
Approximately 76 percent and 75 percent of the Agency’s unrestricted grant and contract income, including releases from restriction, for the years ended
December 31, 20X2 and 20X1, respectively, was from four funding sources. The Agency is also dependent on funding from corporate and foundation grants and
contributions to support the majority of its operations and programs that are not covered by the awards previously mentioned.
Approximately 83 percent and 87 percent of the Agency’s grants and contracts receivable at December 31, 20X2 and 20X1, respectively, are due from three
funding sources.
CASH AND CASH EQUIVALENTS
The Agency maintains its cash balances in banks in [State] and is insured within limits of the FDIC. At certain times during the year, cash balances exceed the
insured amounts. The Agency has not experienced any losses in such accounts. The Agency’s management believes it is not exposed to any significant credit risk
on cash and cash equivalents.
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5.30 NOTE X: FINANCIAL RISK [portion of a larger note]
The Foundation maintains its cash in bank deposit accounts which, at times, may exceed federally insured limits. The Foundation believes it is not exposed to
any significant financial risk on cash.
The Foundation invests in a professionally managed portfolio that contains mutual funds and Treasury Strips. Such investments are exposed to various risks such
as market and credit. Due to the level of risk associated with such investments, and the level of uncertainty related to changes in the value of such investments,
it is at least reasonably possible that changes in risks in the near term could materially affect investment balances and the amounts reported in the financial
statements.
5.31 NOTE X: COLLECTIVE BARGAINING AGREEMENTS
Approximately 73 percent of the Ballet’s employees are covered by collective bargaining agreements. One of the agreements covering approximately 20 percent
of the union employees expired on June 30, 20X2, and negotiation of a new contract is in progress.
5.32 NOTE X: CITY AND COUNTY SUPPORT OF OPERATIONS
Section 16.106 of the [City] charter states that the [City] shall provide funds necessary for the maintenance of the Aquarium and the park buildings. During the
years ended June 30, 20X2 and 20X1, the Academy received $4,029,811 and $4,051,382, respectively, from the [City] for this support.
5.33 NOTE X: COMMITMENTS AND CONTINGENCIES
GROUPON AGREEMENT
In late 20X1, the Organization entered into a promotional campaign with Groupon to attract new users. In this campaign, discounted promotional vouchers
were issued. A user could purchase a voucher, with a face value of $25, for $15. In November 20X1, 9,964 vouchers were sold, and Groupon participated by
contributing $10 to each user’s account to complete the $25 value. These vouchers have no restrictions other than that they expired in May 20X2, at which time
the full $25 value autoconverted to a donation to the Organization.
In December 20X1, an additional 11,269 of Groupon promotional vouchers were sold. For these vouchers, the Organization agreed to fund the $10 credit for
each voucher that was redeemed by the user in order to make a $25 loan. This $10 credit will revert to the Organization upon repayment of the respective loan
made by the user. These purchased but unredeemed vouchers have no other restrictions other than that they, too, expired in May 20X2, at which time the $15
dollar purchased value autoconverted to a donation to the Organization.
There were 4,649 and 2,855 promotional vouchers redeemed in 20X2 and 20X1, respectively. At December 31, 20X2 and 20X1, there was a promotional
receivable due to the Organization in the amount of $21,438 and $28,550, respectively, and is included in Due from [Organization] User Funds Account on the
accompanying statements of financial position. These amounts due relate to the promotional credit portion (funded by the Organization) which are a
component of the respective users’ outstanding loan balances.
Also at December 31, 20Xq, there remained 8,414 unredeemed vouchers which amounted to an additional $84,410 of promotional credits to be issued to these
users. All vouchers were either redeemed or expired during 20X2.
5.34 NOTE X: CONTINGENCIES
During 20W9, the fiscal year 20W6 indirect cost rate proposal was calculated, which resulted in an estimated amount due back to various federal funding
sources. Pending completion of the indirect cost rate proposals for fiscal years 20W7 and 20W8, the Agency applied the same 20W6 rate to the federal spending
for fiscal years 20W7 and 20W8. The result was an estimated $135,956 being owed back to federal funding sources for fiscal years 20W6 through 20W8 as of
December 31, 20W9. This amount was reflected as a decrease in federal indirect cost rate on the combining statement of activities and changes in net assets for
the year ended December 31, 20W9. Subsequent to December 31, 20X1, the Agency submitted and obtained approval for the indirect cost rate proposals for
fiscal years 20W6 through 20X1. These proposals calculated an estimated amount due back to federal funding sources that was less than the amount that was
previously estimated and recorded by management. Management plans to determine the amounts owed to federal funding sources, make any necessary
repayments, and adjust the accruals accordingly in 20X3.
5.35 NOTE X: HURRICANE KATRINA
On August 29, 2005, Hurricane Katrina struck the Gulf Coast area causing widespread damage throughout the region, including the New Orleans Metropolitan
area. The university’s campuses experienced extensive property damage from the hurricane, including the losses of research-related assets, fine arts materials,
equipment, building contents, and valuable documents. Hurricane Katrina caused a necessary interruption of the university’s business. The university resumed
partial operations with the spring 2006 semester. The university incurred significant costs to replace, repair, and remediate damage to its properties; demolish
and remove damaged improvements and contents; and reconstruct facilities and buildings.
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Estimated cumulative disaster losses (excluding business interruption costs) and costs as of June 30, 20X2 and 20X1, are summarized as follows (in thousands):
Restoration of buildings and grounds
Equipment replacements
Other incremental disaster-related operating costs
Direct gross incremental out-of-pocket disaster costs
Net book value of fixed improvements and equipment destroyed*
Less: construction and replacement equipment capitalized
National Flood Insurance Program, FEMA, and other insurance recoveries
Disaster costs, net of recoveries**

20X2
$ 232,897
12,986
78,361
324,244
28,074
(112,458)
(160,632)
$ 79,228

20X1
$ 228,156
12,986
77,983
319,125
28,074
(107,515)
(154,927)
$ 84,757

* Net book value destroyed was determined on the basis of replacement costs deflated to the in service date and depreciated to the loss date.
** Excludes business interruption, certain research losses, and lost arts and library materials.

5.36 FASB ASC 450, Contingencies, sets a very high standard to be met before a contingent asset may be recorded. However, note disclosure of such matters is
appropriate.
5.37 NOTE X: TESTAMENTARY GIFT
During 20X2, the Organization was notified of a significant testamentary gift through a bequest. This gift has not been recorded in the accompanying financial
statements because the donor’s will has not yet been declared valid by the probate court and the value of the amount to be received is not yet determinable.
However, management estimates that the fair market value of assets to be received could be $2.3 million or more.
5.38 NOTE X: MANAGEMENT’S PLANS
In 20X1, the entity began the renovation of the [Theatre]. Final costs were approximately $20 million, which was greater than the original budgeted costs. In
addition, the entity suffered revenue losses due to the closure of the [Theatre] during the renovation. The [Theatre] was reopened in January 20X2.
As of June 30, 20X2, the entity has negative net assets of $604,905. This is directly attributable to the renovation of the [Theatre], including the loan discussed in
note [number]. Because the entity has no long-term assurance of continuing use of the [Theatre], the renovation costs are not considered an asset of the entity
(see note [number]).
[Note: This treatment is unusual; generally, leasehold improvements are reflected as an asset.]
The management of the entity anticipates eliminating the negative net asset balance through a combination of the following activities:
• The entity is a plaintiff in a lawsuit, and management expects to prevail and obtain damages.
• Management anticipates an increase of revenues from the Facility Free Ticket Surcharge as a result of increased ticket sales for various performances at the
[Music Center] complex, particularly the [Theatre] season.
• Management has reduced staff and instituted a freeze on spending, except for budgeted projects.
• The entity’s sublease with [County] contains a provision that for any fiscal year in which expenses exceed revenues, the entity can submit a bill to [County]
for the deficit which shall be paid by the county within 60 days.
5.39 NOTE X: BONDS PAYABLE
Principal payments of $113,703 on the dormitory bonds with the Department of Housing and Urban Development (HUD) have not been paid when due during
fiscal 20X2 and prior years; in addition, interest payments of $17,755 have not been paid when due during such years. During fiscal 20X2, interest payments of
$44,949 were made; $34,325 was applied to delinquent interest and the remainder to fiscal 20X2 interest. The nonpayment of principal and interest constitutes
an event of default under the indentures relating to the bonds and enables the trustees to declare the remaining balance immediately due and payable; the
trustees have not taken such action. Officials of the college have been negotiating with HUD to obtain deferments or moratorium on the required deposits and
principal and interest payments. The college’s administration expects to make payments in fiscal 20X3, which will liquidate the delinquent interest amounts
and begin reducing the delinquent principal balances.
The dormitory bond indentures with HUD contain provisions, which require that net revenues of [Dormitory] and the North Campus cafeteria, or certain
minimum amounts, whichever is greater, be deposited with a trustee. The college has not made such deposits, and the unrestricted net assets balance was
reduced in prior years to reflect the deposit obligation amounting to $136,910.
The library building bond indenture with HUD contains provisions, which require the college to maintain debt service deposits with a trustee in the amount of
$23,000. The college has been granted an indefinite moratorium, which may be terminated upon 30 days notice, on the requirement to maintain such deposit
until the principal and interest delinquencies have been paid.
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Related Parties
GENERAL MATTERS
5.40 NFPs are often related to other entities in various ways. One entity may carry out program, management, or fund-raising activities on behalf of another, or
two or more entities may conduct joint program or fund-raising activities or share staff or facilities. An entity may operate under an affiliation agreement with a
national organizational parent, such as a charity, religious denomination, or association. Entities may also be considered related parties to other entities with
which their officers, directors, trustees, key employees, or major donors are otherwise affiliated.
5.41 NOTE X: AFFILIATED INSTITUTIONS [portion of a longer note]
The University has separate administrative agreements for the exchange of services with the [Affiliated Hospital] and other medical and educational institutions.
Costs incurred by the University in providing services to these institutions and the related reimbursements are reported as operating expenses and revenues,
respectively, in the appropriate classifications.
The University holds several endowment and similar funds, which are designated for purposes or activities that are carried out by the [Affiliated Hospital] and
[Affiliated Hospital Endowment Fund]. The assets of these funds are included in investments and the related income is paid to the [Affiliated Hospital] and
[Affiliated Hospital Endowment Fund]. The carrying values of the funds are adjusted for earnings from and changes in the fair values of the investments and
distributions paid and are classified as liabilities on the balance sheets as endowment and similar funds held for others.
5.42 NOTE X: ORGANIZATION AND PRINCIPLES OF COMBINATION
ORGANIZATION
The Foundation is a nonprofit organization exempt from federal income taxes under the provisions of Section 501(c)(3) of the Internal Revenue Code (IRC), and
is a private foundation as defined in Section 509(a) of the IRC.
[Foundation Publications] (Publications) was organized as a wholly-owned subsidiary of the Foundation to support the charitable activities of the Foundation.
The [Foundation Alliance], (the Alliance) is a private philanthropic organization. The principal purposes of the Alliance are to educate and inform the general
public and interested professionals regarding advancement in research on the [organ], development of new effective treatments for [organ] diseases, and the
critical need for such research and development to be vigorously pursued and supported. The Alliance is a nonprofit organization exempt from federal income
taxes under the provisions of Section 501(c)(3) of the IRC and is a private foundation as defined in Section 509(a) of the IRC.
European [Foundation Alliance], a wholly-owned subsidiary of the Alliance was formed for the purpose of increasing public awareness in Europe of the latest
developments in [organ science].
PRINCIPLES OF COMBINATION
The accompanying combined financial statements include the accounts of all the above organizations on a combined basis. These combined entities share the
same mission and are referred to collectively as the Foundation, unless otherwise specifically referred to. All intercompany balances and transactions have been
eliminated when combined.
5.43 NOTE X: CHANGES IN AFFILIATION
Changes in the composition of the affiliates included in the combined financial statements occur for several reasons:
• New entities are affiliated with the foundation.
• Entities cease to be affiliated with the foundation.
• Entities fail to comply with the affiliation agreement, including financial reporting requirements. Such entities are included in the combined financial
statements of subsequent years, if compliance with the financial reporting requirements is met.
For affiliates that have net assets as of the beginning of the year of change in affiliation, such changes are accounted for in the combined financial statements as
though they took place as of the beginning of such year.
The following table summarizes the changes in net assets for the year ended December 31, 20X2:
Additions resulting from financial reports submitted in the current year but not in the prior year
Reductions resulting from financial reports not submitted in the current year but were submitted in the prior year
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5.44 NOTE X: AFFILIATED ORGANIZATIONS
The University has an ongoing relationship with the [Research Center], a not-for-profit organization that conducts research in the public interest primarily for
various federal agencies. The majority of the [Research Center’s] Board of Trustees are faculty members or officers of the University. Program-related revenue for
the years ended December 31, 20X2 and 20X1, was $146,492 and $148,970, respectively. Net assets at December 31, 20X2 and 20X1, were $25,157 and $21,477,
respectively. Consolidation of this not-for-profit organization is not required because the University does not have both control and an economic interest.
The University, through [Affiliate], operates [Laboratory] under a contract with the U.S. Department of Energy (DOE). This contract provides for the payment of a
fixed management allowance and an additional fee based on performance judged against established measures. The University is the sole member of
[Affiliate]; however, the performance fee is shared with a subcontractor that assists [Affiliate] with the management and operation of [Laboratory].
The University, as a member of [Research Alliance], also operates [Research Alliance Facility] on behalf of DOE. The [Research Alliance Facility’s] contract between
DOE and [Research Alliance] provides for the payment of a fixed management allowance and an additional performance fee. The University shares the
performance fee with [Research Alliance Affiliate], the other member of [Research Alliance], and with a subcontractor that assists [Research Alliance] with the
management and operation of [Research Alliance Facility].
The expenditures under the respective contracts and the related reimbursements of $756,019 for [Laboratory] and $433,691 for [Research Alliance Facility] in
fiscal year 20X2, and $745,189 for [Laboratory] and $431,610 for [Research Alliance Facility] in fiscal year 20X1 are not included in the consolidated statements
of activities. Net assets relating to [Laboratory] and to [Research Alliance Facility] are owned by the U.S. government and, therefore, are not included in the
consolidated balance sheets.
5.45 NOTE X: [Entity] FOUNDATION, INC.
The [Entity] Foundation (Foundation) was formed and incorporated in the state of [State] as a supporting organization of [Entity] in October 20W6. The
Foundation is organized to operate solely and exclusively to support, benefit, or carry out the purposes of [Entity]. Except to an insubstantial degree, the
Foundation does not carry on or engage in any activities or exercise any powers that are not in furtherance of the purposes of [Entity]. The Foundation began
operations in 20W7. The Foundation’s financial statements are combined with [Entity’s] financial statements.
5.46 NOTE X: [Opera] FOUNDATION
The [Opera Foundation] (the Foundation) was established in 1982 to receive and invest donations for the benefit of the Opera. It is not under the control of the
Opera, but the two entities have an economic interest in each other. The Foundation is reported separately from the accompanying financial statements of the
Opera.
The Foundation solicits contributions on behalf of the Opera and collects amounts from donors intended for the Opera’s use. Generally accepted accounting
principles (GAAP) require that a specified beneficiary recognize its rights to the assets held by a recipient organization as an asset unless the donor has explicitly
granted the recipient organization variance power to control the ultimate disposition of that asset. The Opera recognizes those rights as an interest in the net
assets of the Foundation because the Foundation has not been granted variance power. For the years ended June 30, 20X2 and 20X1, the Opera’s interest in the
Foundation is $21,863,347 and $23,203,392, respectively. For the years ended June 30, 20X2 and 20X1, the Opera received distributions from the Foundation in
the amounts of $1,755,000 and $1,554,000, respectively.
5.47 Because the entity and the foundation are financially interrelated entities, as discussed in FASB ASC 958-20-25-2, the beneficiary (the entity) recognizes
its interest in the net assets of the recipient entity (the foundation).
5.48 NOTE X: INTERCORPORATE AGREEMENT
In 19Z0, the [Center] entered into a management agreement with [Parking Company] for management of the [Building] Garage. Under terms of the agreement,
as amended, [Parking Company] is entitled to the net receipts and pays the [Center] an annual amount. The [Center] received $2,509,694 and $2,460,485 in
fiscal years 20X2 and 20X1, respectively. Such agreement provides for an increase each year of 2 percent, subject to further escalation as defined in the
agreement.
5.49 NOTE X: RELATED-PARTY TRANSACTIONS
During 20X2 and 20X1, contributions from certain members of the Board and entities with common board members totaled $1,252,000 and $1,277,000,
respectively. Undiscounted pledges and accounts receivable from such related parties were $11,533,000 and $17,702,000 as of December 31, 20X2 and 20X1,
respectively. Legal services were also provided by certain officers and members of the Board totaling $33,000 and $56,000 during 20X2 and 20X1,
respectively.
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The [Aquarium] has a promissory note from an employee in the amount of $230,000 as of December 31, 20X2 and 20X1. The discounted amount of the
promissory note is included in other receivables in the consolidated statements of financial position. The note was interest-free through November 30, 20W9,
and thereafter is accruing interest at a rate of 3.5 percent per year. The note and interest is due on November 30, 20X5. The terms of the note provide for partial
reduction of the principal if certain conditions are met.
5.50 NOTE X: RELATED PARTY TRANSACTION
A member of the board of directors of the Foundation is also a general partner in one of the alternative investments that the Foundation invests in. The
Foundation’s board has a conflict-of-interest policy in place that requires board members to disclose all conflicts and potential conflicts. The relationship of this
board member was disclosed prior to the Foundation’s initial investment into the alternative investment. The value of the alternative investment as of June 30,
20X2 and 20X1, was $14,267,612 and $14,230,989, respectively. The board member donates back to the Foundation his portion of the investment fees that are
earned from the Foundation.
5.51 NOTE X: RELATED PARTY TRANSACTIONS
The Association paid $28,231 and $40,261 in reimbursements to members of its Board of Directors for expenses incurred on behalf of the Association during the
years ended June 30, 20X2 and 20X1, respectively. The Association retains documentation of all reimbursed expenses.
5.52 NOTE X: RELATED PARTY TRANSACTIONS
The Museum bylaws incorporate a conflict of interest policy. The purpose of this article is to protect the Museum’s interest when it is contemplating a
transaction or arrangement that might benefit the private interest of a member of its Board of Trustees, officer, director, or associate director of the Museum or a
voting member of a committee with board-delegated powers. A person who has a financial interest may have a conflict of interest only if the Board of Trustees
or appropriate committee decides that a conflict of interest exists. All members of the board, professional staff, and committee consultants complete a conflict
of interest document when joining the institution, annually, when changes occur, or a combination of these.
5.53 NOTE X: CONFLICT-OF-INTEREST POLICY
Included among the Association’s officers, board, and committee members are volunteers from the business, medical, and scientific community who provide
valuable assistance to the Association in the development of policies and programs and in the evaluation of research awards and grants and business
relationships. The Association has adopted a conflict of interest policy and standards whereby volunteers are required to abstain from participating in or
otherwise attempting to influence decisions in which they have a personal, professional, or business interest.
5.54 NOTE X: SUPPORT FROM [City]
Funds from the City support certain redevelopment project expenditures. There are several funding agreements between the [Center Development Project] and
the City, which subsequently pass through the [Center] for capital support. The [Center] recognized as revenue $13.6 million during fiscal year 20X1 from the City
for capital improvement purposes for the Redevelopment Projects. This amount is reflected in the consolidated statements of activities when requisitions are
submitted to the City for reimbursement. The City made payments of $81.3 million in fiscal year 20X1 for capital appropriations relating to the Redevelopment
Projects. In fiscal year 20X2, the [Center] did not recognize revenue or receive payments from the City for capital appropriations relating to the Redevelopment
Projects.

MERGERS AND SPINOFFS
5.55 See FASB ASC 958-805 for additional guidance; see also paragraphs 3.123–.135 of the AICPA Audit and Accounting Guide Not-for-Profit Entities (the
guide) for a discussion summarization of the guidance.
5.56 NOTE X: CHANGE IN REPORTING ENTITY [Two-year report; August 31 year-end]
The financial statement presentation of the [Entity] was changed in 20X2 to include the accounts of [Affiliate]. The 20X1 financial statements have been restated
to reflect this change. The restatement increased the previously reported net assets as of September 1, 20X0 and 20X1, by $1,433,958 and $1,502,774,
respectively, and decreased the previously reported 20X1 excess of revenues over expenses by $68,235.
5.57 NOTE X: MERGER [Two-year report; December 31 year end]
On November 8, 20X2, a merger of [Entity] and [Merged Entity] was consummated by votes of the respective boards of directors. The merger was accounted for
as a “pooling of interests.” The accompanying financial statements reflect the combined assets, liabilities, and net assets of the two entities at December 31,
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20X2, and the support, revenue, expenses, and changes in net assets and functional expenses for the entire year 20X2. The effect of the merger on net assets
and on the change in net assets for 20X2 and as previously reported for 20X1 was as follows:
20X2
$1,756
224
1,980
32

Net assets, beginning of year, as previously reported
Adjustment for effect of merger
Net assets, as restated
Change in net assets for the year—increase (decrease)

20X1
$1,556
213
1,769
(47)

5.58 NOTE X: MERGER
In 20X2, the [Merged Entity] merged with the [Entity] pursuant to a reorganization agreement dated December 10, 20X1. All assets and liabilities of [Merged
Entity] at the time of the merger were transferred to the [Entity]. The excess of assets over liabilities of $59,000,000 has been recorded as contribution revenue
in the statement of activities. [Merged Entity] operates as an independent center under the cognizance of the [Department] within the [Entity].
5.59 NOTE X: SPINOFF OF AFFILIATE [One-year report; June 30, 20X2 year-end]
The Board of Trustees of [Entity] adopted a resolution on April 22, 20X0, authorizing the [Affiliated Entity] to pursue a plan for separate incorporation. [Affiliate]
was officially incorporated as a separate entity to begin operations on July 1, 20X1. The separate incorporation led to the transfer after June 30, 20X1, of all the
assets that the [Entity] held for the use of the [Affiliate]. These assets had a net book value of $7,300,762.
[The financial statements for the year 20X2 showed no amounts related to the affiliate because the opening net assets balance was restated for the effect of the
change in reporting entity. Financial Accounting Standards Board Accounting Standards Codification 250-10-45-21 states that when an accounting change results
in financial statements that are, in effect, the statements of a different reporting entity, the change shall be retrospectively applied to the financial statements of all
prior periods presented to show financial information for the new reporting entity for those periods.]

SUMMARIZED FINANCIAL DATA FOR A COMPONENT OF THE ENTITY
5.60 NOTE X: HOSPITAL/clinic joint venture
Effective March 31, 19Z5, the university entered into a joint venture agreement with [Corporation] for the continued operation of the [University] Hospital and
Clinic. Under the joint venture agreement, a new entity, [University] Healthcare System (the Healthcare System), a [State] Limited Liability Corporation, was
formed. Through June 30, 20W5, the university retained a 20 percent interest in the Healthcare System. Effective July 1, 20W5, the university accepted a
dilution in interest to 17.25 percent when [Corporation] contributed [Affiliated] Hospital to the partnership. Under the terms of the joint venture agreement, the
university provides services to the Healthcare System under a Shared Services Agreement, an Academic Affiliation Agreement, and other related agreements.
These services include a variety of overhead services, such as plant operations, security, and telecommunications, as well as a variety of direct and indirect
medical educational and related services. Additionally, the university leases to the Healthcare System the land upon which the hospital and clinic facilities are
located and leases office space to the Healthcare System and to [Corporation] in a university-owned building.
For the years ended June 30, 20X2 and 20X1, the University recorded revenue and cost recoveries of approximately $44.1 million and $44.9 million, and as of
June 30, 20X2 and 20X1, recorded approximately $2.3 million and $1.7 million as receivable from the Healthcare System, related to these agreements.
Summarized financial information about the financial position of the unconsolidated joint venture entity as of December 31, 20X1 (unaudited) and 20X0
(audited), are as follows (in thousands):
Current assets
Property plant and equipment, net
Other assets*
Total assets

20X1
$ 71,744
96,259
124
$168,127

20X0
$ 74,766
91,223
38,081
$204,070

Current liabilities
Long term debt
Total liabilities
Partners’ equity
Total liabilities and partners’ equity

$ 79,783
7,336
87,119
81,008
$168,127

$ 99,751
7,825
107,576
96,494
$204,070

* 20X1 reflects writedown of previously recorded Goodwill.
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Summarized financial results for the years ended December 31, 20X1 and 20X0, are as follows (in thousands):
20X1
$431,262
383,072
16,864
37,955
8,857
$ (15,486)

Net revenues
Operating expenses
Depreciation and amortization
Goodwill writeoff
Other
Net loss

20X0
$390,311
374,184
19,837
—
8,238
$ (11,948)

The university’s share of partners’ equity at June 30, 20X2 and 20X1, was approximately $14 million and $18 million, respectively.

Use of Estimates
5.61 See FASB ASC 275-10-50 for further guidance.
5.62 NOTE X: USE OF ESTIMATES
The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
consolidated financial statements and the reported amounts of revenues and expenses during the reporting period.
Significant estimates made in the preparation of these consolidated financial statements include the fair value of alternative investments, fair value of swap
agreements, and allowance for uncollectible contributions receivable. Actual results could differ from those estimates.

Subsequent Events
5.63 Additional guidance on this topic can be found in FASB ASC 855, Subsequent Events. As noted in FASB ASC 855-10-25-1 A, an entity that is either (a) a
Securities and Exchange Commission (SEC) filer or (b) a conduit bond obligor for conduit debt securities that are traded in a public market should evaluate
subsequent events through the date that the financial statements are issued. All other entities should evaluate subsequent events through the date the
financial statements are available to be issued. In addition, FASB ASC 855-10-50-1 requires that entities that are not SEC filers disclose the date through which
subsequent events have been evaluated and whether that date is the date that financial statements were issued or the date the financial statements were
available to be issued.
5.64 NOTE X: SUBSEQUENT EVENTS
In connection with the preparation of the consolidated financial statements and in accordance with Financial Accounting Standards Board Accounting Standards
Codification 855, Subsequent Events, the [Entity’s] management evaluated subsequent events after the consolidated statement of financial position date of
September 30, 20X2, through April 15, 20X3, the date the consolidated financial statements were available to be issued, noting that the following subsequent
events warranted disclosure in these statements.
On November 30, 20X2, the [Entity] executed a guaranty on behalf of one of its grantees for up to $562,500 (75 percent of $750,000) to secure a promissory
note of $750,000 that has a maturity date of November 29, 20X7.
At September 30, 20X2, an [Affiliated Foundation’s] investment portfolio included a substantial position of an affiliated company’s common stock. On October
31, 20X2, the board of directors of the [Affiliated Foundation] approved a tender offer from the affiliated company to sell all of the shares to an affiliated 401(k)
Retirement Savings and Employee Stock Ownership Plan for $12,760,080. The proceeds from the sale were received by the [Affiliated Foundation] on November
9, 20X2.
In January 20X3, the [County] Community Foundation became a supporting organization of the [Entity] with assets of approximately $11,000,000.
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5.65 NOTE X: SUBSEQUENT EVENTS
The Society evaluated its December 31, 20X2, financial statements for subsequent events through July 17, 20X3, the date the financial statements were
available to be issued. The Society is not aware of any subsequent events that would require recognition or disclosure in the accompanying financial statements.
5.66 NOTE X: SUBSEQUENT EVENTS
The [Entity] evaluated subsequent events after the consolidated balance sheet date of June 30, 20X2, through November 13, 20X3, which was the date the
consolidated financial statements were issued, and concluded that no additional disclosures were required.

Comparative Prior-Period Information
5.67 See paragraphs 3.55–.57 of the guide for further guidance.
5.68 NOTE X: COMPARATIVE FINANCIAL STATEMENTS
The financial statements include certain prior-year summarized comparative information in total but not by net asset class. Such information does not include
sufficient detail to constitute a presentation in conformity with accounting principles generally accepted in the United States of America. Accordingly, such
information should be read in conjunction with the organization’s financial statements for the year ended July 31, 20X1, from which the summarized
information was derived.
Certain prior-year amounts have been reclassified to conform to the current year’s financial statement presentation.

Foreign Operations
5.69 See also FASB ASC 830-30 for further guidance.
5.70 NOTE X: FOREIGN CURRENCY TRANSLATION
Assets and liabilities denominated in foreign currencies are translated into U.S. dollars at exchange rates in effect on reporting dates, and revenue and expenses
are translated at rates in effect on transaction dates. Transaction and translation gains and losses are included in current results. The resulting foreign currency
translation gains of $2,361,000 and $1,554,000 for the years ended September 30, 20X2, and 20X1, respectively, are included in printing, supplies, and other
office expenses and investment income.
5.71 NOTE X: FOREIGN SOURCE INCOME AND EXPENSES
[Charity] operates a book distribution business in Romania. Total revenues recognized during 20X2 were $64,419 and expenses were $102,038, yielding a net
loss of $37,619.

Accounting Changes
5.72 Additional guidance on this subject can be found in FASB ASC 250-10. Accounting changes made prospectively are reported in the statement of activities
for the year of the change. An example of this presentation is in the sample statement of activity for the JKL Foundation in section 2.
5.73 Accounting changes made retrospectively require restatement of certain beginning-of-the-year amounts and, if comparative prior-period statements are
presented, prior-year amounts. The reconciliation of these amounts, as previously reported, may be shown either on the face of the statement of activity or in a
note. An example of such a note follows.
5.74 Observe that this note is taken from an entity that presents a one-year single-column statement of activity, showing the change in net assets by class, but
only total net assets as of the beginning of the prior year. If the statement of activity were comparative, then the net asset number to be restated would be the
beginning of the prior year (January 1, 20X1) amount.
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5.75 NOTE X: CHANGE IN ACCOUNTING
In 20X2, the [Entity] changed its method of accounting for [item or transaction] to adopt the provisions of [newly issued Financial Accounting Standards Board
Accounting Standards Update No. XXXX-XX]. [Describe new method of accounting.]
This change resulted in the following restatement of the 20X1 financial statements:
[Balance
Sheet Item]
$ 766,808
(580,286)
$ 186,522

December 31, 20X1, balances as previously reported
Effect of change in accounting for . . . .
Balances as restated

Change in Unrestricted
Net Assets
($946,487)
37,441
($909,046)

Ending Unrestricted
Net Assets
$2,071,516
580,286
$2,651,802

5.76 NOTE X: CHANGE IN ACCOUNTING
In 20X2, the university adopted [New Standard]. The incremental effect of adopting [New Standard] is as follows, in thousands of dollars:
Consolidated Financial Statements
Prepaid expenses and other assets
Total assets
Accrued postretirement benefit costs
Total liabilities
Total net assets
Change in net assets
Cumulative effect of change in accounting principle:
Unrecognized net actuarial gain (loss)
Unrecognized prior service cost

Before Application

Pension Plan

$ 50,000
26,000,000
82,000
3,800,000
22,200,000
3,650,000

$35,000
35,000
—
—
35,000
35,000

$

$

$43,000
(8,000)
$35,000

$ (63,500)
(64,500)
$(128,000)

$

—
—
—

Postretirement Medical
—
—
128,000
128,000
(128,000)
(128,000)

After Application
$ 85,000
26,035,000
210,000
3,928,000
22,107,000
3,557,000
$
$

(20,500)
(72,500)
(93,000)

Illustrative Management Statement of Responsibility
5.77 Statements of responsibility are not technically part of the financial statements themselves. However, when presented, they accompany and refer to the
statements. The following is an example of such a statement.
5.78
Management’s Report on the Financial Statements
We have prepared the accompanying financial statements of the [Entity] for the years ended December 31, 20X2 and 20X1. We are responsible for the
content and integrity of the financial statements as well as the other financial information included in this annual report. The financial statements have
been prepared in conformity with accounting principles generally accepted in the United States of America and reflect our best estimates and judgments.
The other financial information included in this annual report is consistent with the financial statements. We believe that the financial statements present
fairly the [Entity’s] financial position; results of operations and changes in net assets; changes in plan accumulations, plan sponsor deposits, endowments
and net asset accounts; and cash flows.
The [Entity’s] financial statements have been audited by [Audit Firm], independent certified public accountants, whose report appears on page X. [Audit
Firm] was given unrestricted access to all financial records and related information, including minutes of meetings of the board of directors and
committees. We believe that all representations made to [Audit Firm] during its audit were valid, timely, and appropriate.
We recognize our responsibility for fostering a strong ethical climate so that the [Entity’s] affairs are conducted according to the highest standards of
conduct. This responsibility is characterized and reflected in the [Entity’s] Code of Conduct (Code). The Code addresses, among other things, the necessity of
assuring open communication within the [Entity], potential conflicts of interest, compliance with all applicable domestic and foreign laws, and the
confidentiality of proprietary information. We maintain a systematic program to assess compliance with the Code, including a requirement that all
employees and board members must annually affirm their compliance.
Management of the [Entity] has established and maintains a system of internal controls that provides reasonable assurance as to the integrity and
reliability of the financial statements, the protection of assets from unauthorized use or disposition, and the prevention and detection of fraudulent
financial reporting. This system of internal controls provides for appropriate division of responsibility and is documented by written policies and
procedures that are communicated to employees with significant roles in the financial reporting process and are updated as necessary. Management
monitors the system of internal controls for compliance. The [Entity] maintains an internal auditing program that independently assesses the effectiveness
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of the system of internal controls and recommends possible improvements. In planning and performing its audit of the [Entity’s] financial statements,
[Audit Firm] considered the [Entity’s] internal control relevant to the [Entity’s] preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the [Entity’s]
internal control. In addition, the [Entity] has an Audit Committee that oversees the internal and external audit processes.
[Signed]
[Chief Financial Officer]
[Controller]
5.79 In addition, management may wish to include in the notes to the financial statements language similar to the following.
5.80 NOTE X: ENTITY AND ACCOUNTING POLICY [portion of longer note]
The entity maintains a system of internal controls designed to provide reasonable assurance that
1. transactions are executed in accordance with management’s general or specific authorization;
2. transactions are recorded as necessary to
a. permit preparation of financial statements in conformity with generally accepted accounting principles [or other basis, if used] and
b. maintain accountability for assets;
3. access to assets is permitted only in accordance with management’s general or specific authorization; and
4. the recorded accountability for assets is compared with the existing assets at reasonable intervals, and appropriate action is taken with respect to any
differences.
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Section 6: Disclosures Related Primarily to the Statement
of Financial Position ....................................................................
6.01 Note that these sample disclosures are not necessarily complete for any given entity’s circumstances.
6.02 See also section 7 for notes describing revenue and expense amounts, many of which have balance sheet effects.

Investments, Fair Value, and Endowments
6.03 See paragraphs 16–21 of Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 958-205-45 and paragraphs 4.53–.54 of
the AICPA Audit and Accounting Guide Not-for-Profit Entities (the guide) for a discussion of investment gains. Note that individual state laws should also be
consulted.
6.04 NOTE X: INVESTMENTS
The [Aquarium’s] investments consist of operating reserves, funds functioning as endowment, and funds that have been restricted by the donor as endowment.
The Aquarium’s investments are managed as a single diversified portfolio governed by the Aquarium’s investment policy, which sets asset allocation ranges for
marketable and nonmarketable investments, as well as equity and fixed income investments. All of the Aquarium’s nonmarketable investments are managed
by [Investment Manager].
Management establishes the fair value of level I investments based on quoted market prices. Management establishes the fair value of level II investments
through observation of trading activity reported at net asset value (NAV). Management establishes the fair value of level III investments held at NAV through a
documented valuation process including review of audited financial statements for the investment funds, verification of the fair value of marketable securities
in the funds, regular review of fund manager valuation approaches, and monitoring of fund activities. Because of the inherent uncertainty of valuation of
nonmarketable investments, the estimated values may differ significantly from the values that would have been used had a ready market for the securities
existed, and the differences could be material.
Excluding fees charged directly to the funds by submanagers, investment expenses incurred during 20X2 and 20X1 were $153,000 and $149,000, respectively,
and were reported as a reduction of dividends and interest in the consolidated statements of activities and changes in net assets.
As of December 31, 20X2, the Aquarium’s investments were classified by level within the valuation hierarchy as follows:
Cash equivalents
Marketable equities
Nonmarketable investments:
Equity strategies:
Multistrategy equity funds
Hedged equities funds
Multistrategy commodities fund
Private capital funds
Total equity strategies
Fixed income strategies:
Multistrategy bond funds
Real estate funds
Distressed debt funds
Total fixed income strategies
Total nonmarketable investments
Total investments

Total
675
17

Level I
$675
17

82,112
18,925
4,274
6,554
111,865
12,201
1,828
3,212
17,241
129,106
$129,798

$
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Level II
—
—

Level III
$ —
—

—
—
—
—
—

82,112
18,925
4,274
—
105,311

—
—
—
6,554
6,554

—
—
—
—
—
$692

12,201
1,349
—
13,550
118,861
$118,861

—
479
3,212
3,691
10,245
$10,245

$
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As of December 31, 20X1, the Aquarium’s investments were classified by level within the valuation hierarchy as follows:
Cash equivalents
Nonmarketable investments:
Equity strategies:
Multistrategy equity fund
Hedged equities funds
Multistrategy commodities fund
Private capital funds
Total equity strategies
Fixed income strategies:
Multistrategy bond fund
Distressed debt funds
Total fixed income strategies
Total nonmarketable investments
Total investments

Total
779

Level I
$779

85,185
17,006
4,808
4,556
111,555
16,259
3,398
19,657
131,212
$131,991

$

Level II
—

Level III
$ —

—
—
—
—
—

85,185
17,006
4,808
—
106,999

—
—
—
4,556
4,556

—
—
—
—
$779

16,259
—
16,259
123,258
$123,258

—
3,398
3,398
7,954
$7,954

$

The following table summarizes the Aquarium’s level III investments during 20X2 and 20X1:
Private capital funds
Real estate funds
Distressed debt funds
Total Investments

Balances
12/31/X1
$4,556
—
3,398
$7,954

Purchases
$1,624
280
118
$2,022

Distributions
$(138)
—
(321)
$(459)

Sales
$—
—
—
$—

Unrealized
Gains
$496
224
17
$737

Unrealized
Losses
$(40)
(25)
—
$(65)

Realized
Gains
$56
—
—
56

Realized
Losses
$—
—
—
—

Balances
12/31/X2
$ 6,554
479
3,212
$10,245

Private capital funds
Absolute return funds
Real estate fund
Distressed debt funds
Total Investments

Balances
12/31/X0
$2,582
574
637
3,006
$6,799

Purchases
$1,432
—
—
107
$1,539

Distributions
$ (51)
(114)
—
(50)
$(215)

Sales
$—
(366)
—
—
$(366)

Unrealized
Gains
$569
—
—
335
$904

Unrealized
Losses
$—
—
—
—
$(637)

Realized
Gains
$24
—
—
—
$24

Realized
Losses
$—
—
—
—
$(94)

Balances
12/31/X1
$4,556
—
3,398
$7,954

Changes in unrealized gains (losses) and realized gains (losses) during 20X2 and 20X1 related to level III investments were reported in net realized and
unrealized gains (losses) on investments in the consolidated statements of activities and changes in net assets.
There were no transfers between levels I, II, and III for the years ending December 31, 20X2 or 20X1.
Financial Accounting Standards Board Accounting Standards Codification 820, Fair Value Measurement, allows for the use of a practical expedient for the
estimation of fair value of investment funds held by investment companies for which the investment funds do not have a readily determinable fair value. The
Aquarium utilizes the NAV as the practical expedient to value funds for which the underlying investment funds (a) do not have a readily determinable fair value
and (b) prepare their consolidated financial statements consistent with the measurement principles of an investment company or have the attributes of an
investment company. The administrator of the funds held by the Aquarium, appointed by and under supervision of [Investment Manager], provides the NAV’s
considering variables such as the actual market exchanges, trade quotations provided by third parties, or both. The Aquarium reviewed the valuations provided
by the funds’ administrator and believes that the carrying amounts of these investments are reasonable estimates of fair value.
The Aquarium has commitments under partnership agreements with [Investment Manager] to make additional capital contributions to certain investment
funds noted in the table above. The Aquarium intends to fund such commitments through reallocations within the investment portfolio.
6.05 NOTE X: INVESTMENTS
The [Center’s] investments, at estimated fair value, consisted of the following at June 30:
Cash and cash equivalents
Fixed income(a)
Equities(a) :
Large cap equity
Small/mid cap equity
Total equities

20X2
$ 1,097,731
531,176

20X1
$ 4,921,262
591,920

43,550,189
11,905,262
$ 55,455,451

32,259,536
20,092,918
$ 52,352,454

(continued)
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Real assets mutual funds(a)
Alternative investments(b) :
Fixed income
International equity
Real assets
Absolute return
Hedged equity
Private equity
Total alternative investments
Total investments

20X2
$ 4,515,293

20X1
$ 6,730,687

25,079,606
30,451,796
3,937,148
33,277,838
34,207,445
1,017,165
127,970,998
$189,570,649

36,244,071
28,139,534
8,725,909
32,774,561
27,919,647
1,090,448
134,894,170
$199,490,493

(a)

Marketable Securities: Equities and real assets mutual funds consist of a diversified portfolio principally including securities with large market capitalizations, managed by growth, value, and quantitative disciplines.
Fixed income consists primarily of U.S. Treasury bonds and notes and Government National Mortgage Association (GNMA) mortgage-backed securities.
(b) Investments Without a Readily Determinable Market Value: Alternative investments represent limited partnership and similar interests in funds that invest in public and private securities and follow a variety of investment
strategies. Terms and conditions of these investments, including liquidity provisions, are different for each of the following funds:
• Fixed income. This category includes a fund that invests primarily in U.S. Treasury notes; municipal and corporate bonds; and Federal Home Loan Mortgage Corporation, Federal National Mortgage Association, and
GNMA mortgage-backed securities. Redemptions are allowed daily.
• International equity. This category includes investments in funds that focus on long-only international equities. There is exposure to both developed and emerging markets. Some funds are subject to a lock-up period.
For those investments not subject to a lock-up provision, redemptions are allowed monthly.
• Real assets. This category includes investments in funds containing physical assets normally considered to be highly correlated to inflation. The funds contain, but are not limited to, investments in both U.S. and global
equities related to the production or distribution of real assets, inflation-linked bonds, and commodities via futures contracts. Redemptions are allowed monthly.
• Absolute return. This category includes multistrategy absolute return investments focused on analyzing the probability-adjusted returns of individual securities and assets and capturing the alpha in mispriced
assets/securities across conventional and alternative financial strategies. Managers initiate long and short positions targeting solid absolute risk-adjusted returns. Some funds are subject to a lock-up period.
For those investments not subject to a lock-up provision, redemptions are allowed at a frequency that ranges from monthly to annually.
• Hedged equity. This category includes investments in hedge funds that invest both long and short primarily in U.S. common stocks. Managers of the hedge funds have the ability to shift investments from value to
growth strategies, from small to large capitalization stakes, and from a net long position to a net short position. The investments dominate exposure in the U.S. market, but will also take advantage of investment
opportunities in Europe, Asia, and emerging markets. Some funds are subject to a lock-up period. For those investments not subject to a lock-up provision, redemptions are allowed at a frequency that ranges from
quarterly to annually.
• Private equity. This category includes private equity fund of funds that focus on early stage venture capital, including investments in the technology and life science sectors. These investments are not redeemable.
Instead, the nature of the investments in this category is that distributions are received through the liquidation of the underlying assets in the fund. All funds are subject to lock-up provisions.

Investments are exposed to various risks such as interest rate, market, and credit risks. Due to the level of risk associated with certain investments, it is at least
reasonably possible that changes in the values of investments will occur in the near term and that such changes could materially affect the amounts reported in
the consolidated balance sheet.
The [Center’s] alternative investments contain various monthly, quarterly, and annual redemption restrictions with required written notice ranging from 1–60
days. As of June 30, 20X2, the following table summarizes the composition of such investments by the various redemption provisions:
Redemption Period
Daily
Monthly
Quarterly
Annual
Lock-up
Total

Amount
$ 25,079,606
29,754,329
24,015,853
21,852,971
27,268,239
$127,970,998

Investment return and its classification in the consolidated statements of activities were as follows:
Interest and dividend income
Investment management and custodial fees
Net (depreciation) appreciation in fair value of investments
Total investment return
Less investment return available under spending policy, including temporarily restricted amounts of
$4,042,543 and $3,575,584 in 2012 and 2011, respectively
Investment return (less) greater than amounts available under spending policy, including
temporarily restricted amounts of ($4,651,012) and $9,592,949 in 20X2 and 20X1, respectively

20X2
$ 517,116
(874,210)
(1,189,222)
(1,546,316)

20X1
$ 2,231,812
(890,623)
28,255,533
29,596,722

8,445,237

7,951,161

$(9,991,553)

$21,645,561

6.06 NOTE X: LIQUIDITY CONSIDERATIONS—INVESTMENTS
We maintain a pool of short-term investments for the primary purpose of providing liquidity for daily operating needs while preserving principal. Additionally,
the pool utilizes a tiered investment structure of very liquid money market funds and short-term fixed income instruments to provide the highest current total
return consistent with providing both liquidity and safety of principal. The amount allocated to the tiers is based on historical and projected operating cash flow
needs.
We also maintain a pool of long-term investments with an intermediate and long-term horizon for the primary goal of providing modest asset growth while
protecting principal and preserving the real purchasing power of the investments. The pool utilizes a fully diversified approach to asset allocation and targets
the following asset classes and related ranges:
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Domestic equities
Developed non-U.S. equities
Emerging markets equities
Global real estate investment trusts
High quality fixed income
Global/non-U.S. fixed income
Inflation linked bonds
Cash equivalents

7–11%
7–11%
2–6%
1–5%
43–53%
17–27%
3–7%
0–3%

Together, all of our investment pools, at fair value, were as follows at August 31, 20X2 and 20X1:
August 31, 20X2
Money market funds
Time deposits
Corporate bonds
U.S. government and government agency and obligations
Commercial paper and other short-term investments
Equities
Other

August 31, 20X1

$ 254,308
3,313
207,683
278,608
107,444
276,603
27,746
$1,155,705

22%
0%
18%
24%
10%
24%
2%
100%

$ 365,723
11,361
262,474
252,909
74,113
117,357
12,248
$1,096,185

33%
1%
24%
23%
7%
11%
1%
100%

The components of our investment income (loss) were as follows:

Interest and dividends, net
Net realized and unrealized investment gains
Net unrealized loss on perpetual trusts
Total investment income (loss)

Interest and dividends, net
Net realized and unrealized investment gains (loss)
Net unrealized loss on perpetual trusts
Total investment income (loss)

Year Ended August 31, 20X2
Temporarily
Permanently
Restricted
Restricted
$3,701
$
3
2,686
183
—
(6,677)
$6,387
$(6,491)

Unrestricted
$16,512
27,295
—
$43,807

Year Ended August 31, 20X1
Temporarily
Permanently
Restricted
Restricted
$3,416
$ —
5,426
(90)
—
15,196
$8,842
$15,106

Unrestricted
$15,224
9,635
—
$24,859

Total
$20,216
30,164
(6,677)
$43,703

Total
$18,640
14,971
15,196
$48,807

Interest and dividend income in the statements of activities is presented net of fees paid to our investment advisers. Those fees were approximately $2,976 and
$2,093 in 20X2 and 20X1, respectively.
6.07 NOTE X: INVESTMENTS
Investments consist of the following as of July 31 (in thousands):
Endowment Investments:
Cash equivalents and short-term investments
Exchange traded:
Domestic equities
International equities
Fixed income mutual funds
Equity mutual funds
Institutional mutual funds:
Inflation hedge fund
Fixed income fund
Hedge funds:
Real estate
Multistrategy
Inflation hedge fund
Multisector long/short equity fund
International equity fund
International debt fund
Private equity

20X2

20X1

$ 30,789

$ 13,931

62,073
2,118
42,990
14,221

52,025
1,718
33,898
27,627

17,023
—

18,439
8,095

—
27,345
8,897
8,541
21,190
10,046
7,621
$252,854

9,349
27,007
7,044
8,314
18,355
9,098
8,390
$243,290

(continued)
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Other Investments:
Cash equivalents and short-term investments
Exchange-traded equities
Corporate bonds
Private equity
Real estate
Total investments

20X2

20X1

$ 20,949
6,169
1,302
73
1,274
29,767
$282,621

$ 25,843
6,019
1,296
75
969
34,202
$277,492

Information with respect to investment strategies and redemption terms for these investments in 20X2 is as follows:
• Institutional mutual funds include an investment when diversification is used to reduce risk. The strategy used by this fund is treasury inflation protected
securities. Redemption is allowed daily.
• Hedge funds include multiple investment strategies that seek to benefit from market opportunities and temporary inefficiencies. One hedge fund seeks
appreciation through investments in a number of long/short equity positions, while the multistrategy hedge funds apply an event driven approach. The
inflation hedge fund invests in areas that seek to offer strong relative performance against inflation. A real estate hedge fund invests primarily in
companies that own, lease, rent, or sell properties. The international equity fund applies a primarily long highly concentrated strategy, and the
international debt fund attempts to generate return through a mix of low risk and high yield international debt. Redemption is allowed monthly,
quarterly, or annually.
• Private equity includes investments that are focused exclusively on the financial services sector and funds that are in liquidation status via special purpose
vehicles. Redemptions are issued periodically as determined by the manager.
The [Opera’s] other investments include a real estate property held by the [Opera] for investment purposes.
Investment activity is summarized below for the years ended July 31, 20X2 and 20X1 (in thousands):
Investments, beginning of year
Investment return:
Interest and dividends
Net gains
Less investment expenses
Investment return
Gifts and other additions
Amounts utilized for operations
Investments, end of year

20X2
$277,492

20X1
$290,792

5,268
22,917
(788)
27,397
8,541
(30,809)
$282,621

3,466
13,893
(953)
16,406
9,032
(38,738)
$277,492

Investment return is presented as follows for the years ended July 31 (in thousands):
20X2
$21,420
901
5,076
$27,397

Endowment and reserve investment return included in operating revenues
Other investment return included in other income
Investment return greater (less) than authorized spending amount
Investment return

20X1
$20,920
274
(4,788)
$16,406

At July 31, 20X2, the [Opera] had outstanding commitments, net of investments already made, to invest in a private equity fund totaling $364,682.
The following represents management’s estimate of the remaining life of the (nonredeemable) limited partnerships held in the [Opera’s] investment portfolio
at July 31, 20X2 and 20X1 (in thousands):
20X2
$4,942
2,752
$7,694

1–5 years
6–12 years

20X1
$5,415
3,050
$8,465

The redeemable alternative investment funds included in the [Opera’s] investment portfolio at July 31, 20X2 and 20X1, are redeemable based on the following
terms and conditions (in thousands):
20X2
$17,023
15,665
22,963
19,127
18,264
$93,042

Daily redemption with 1 day’s notice
Monthly redemption with 15 days’ notice
Quarterly redemption with 45–90 days’ notice
Quarterly redemption (subject to lock-up)
Annual redemption with 45–90 days’ notice
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The following tables present the fair value hierarchy of assets that are measured at fair value on a recurring basis at July 31, 20X2 and 20X1 (in thousands):
20X2
Investments:
Cash equivalents and short-term investments
Exchange traded equities
Corporate bonds
Exchange traded mutual funds
Private equity
Institutional mutual funds
Hedge funds
Real estate and other
Total investments
Interests in split-interest agreements

Total

Level 1

$ 51,738
70,360
1,302
57,211
7,694
17,023
76,019
1,274
$282,621
$ 16,624

$ 51,703
70,360
1,302
57,211
—
—
—
—
$180,576
$
—

Total

Level 1

$ 39,774
59,762
1,296
61,525
26,534
79,167
8,465
969
$277,492
$ 16,136

$ 39,739
59,762
1,296
61,525
—
—
—
—
$162,322
—

Level 2

Level 3

$

35
—
—
—
—
17,023
38,628
—
$55,686
$ —

$

Level 2

Level 3

$

$

—
—
—
—
7,694
—
37,391
1,274
$46,359
$16,624

20X1
Investments:
Cash equivalents and short-term investments
Public equity
Corporate bonds
Publicly traded mutual funds
Institutional mutual funds
Hedge funds
Private equity
Real estate and other
Total investments
Interests in split-interest agreements

35
—
—
—
26,534
31,673
—
—
$58,242
—

—
—
—
—
—
47,494
8,465
969
$56,928
16,136

The following table presents the [Opera’s] activity for investments measured at fair value on a recurring basis using significant unobservable inputs (level 3) at
July 31 (in thousands):

Beginning balance
Net appreciation in fair value
Purchases and redemptions, net
Transfer to level 2
Ending balance

Hedge Funds
$ 47,494
6,802
(2,483)
(14,422)
$ 37,391

20X2
Private Equity
$ 8,465
434
(1,205)
—
$ 7,694

Other
$ 969
305
—
—
$1,274

Total
$ 56,928
7,541
(3,688)
(14,422)
$ 46,359

20X1
$44,297
3,351
9,280
—
$56,928

Interests in split interest agreements decreased by terminated agreements of approximately $655,000 and increased by net investment gains of $1,143,000.
6.08 NOTE X: SECURITY LENDING
Through a securities lending program, managed by its investment custodian, the Foundation loans certain marketable securities included in its investment
portfolio. The Foundation’s investment custodian has indemnified the Foundation against the counterparty risk. The custodian’s loan agreements require the
borrowers to maintain collateral in the form of cash or securities equal to 102 percent to 105 percent of the fair value of the securities loaned. The Foundation
maintains control over the collateral and continues to receive interest or dividends on the securities loaned. Gain or loss in the fair value of the securities loaned
that may occur during the term of the loan will be for the account of the Foundation. The Foundation has the right under the lending agreement to recover the
securities from the borrower on demand. The principal risks to the Foundation of securities lending are that the yield earned on the collateral may be insufficient
to cover the rebate owed to the borrower and that an investment purchased via the collateral reinvestment process may become impaired.
The value of securities on loan at December 31, 20X2 and 20X1, was $56,658,679 and $75,096,606, respectively. The value of collateral received at December
31, 20X2 and 20X1, was $58,972,172 and $77,609,490, respectively.

CONCENTRATION OF RISK
6.09 NOTE X: CONCENTRATION OF MARKET AND CREDIT RISK
The [Organization’s] financial instruments that are potentially exposed to concentrations of credit risk consist primarily of cash and cash equivalents and
investments. The [Organization] maintains its cash and cash equivalents in bank deposits and money market accounts. All of the [Organization’s] bank deposits
are held in “noninterest-bearing transaction accounts” that are insured in full by the Federal Deposit Insurance Corporation (FDIC) from December 31, 20X0,
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through December 31, 20X2. This temporary unlimited coverage is in addition to, and separate from, the coverage of at least $250,000 available to depositors
under the FDIC’s general deposit insurance rules.
Exposure to credit risk is also reduced by the placement of such funds in high credit quality financial institutions and financial instruments. At March 31, 20X2,
the majority of the [Organization’s] money market accounts were in funds that invest in short-term direct government obligations, such as U.S. Treasury bills,
that are backed by the full faith and credit of the U.S. government.
In order to control market risk, the [Organization] has an investment committee that reviews and updates investment policy statements for the organization’s
various investment portfolios, oversees its investment portfolio, and engages the services of independent investment advisers and consultants to perform due
diligence services and ongoing evaluation of investment managers. The [Organization] monitors the market risk of its investment portfolio via ongoing review
of asset allocation formulas and analysis of investment values as reported by investment custodians.
The clearing and depository operations for the [Organization’s] portfolio of investments held in managed accounts are provided principally by two financial
institutions that hold approximately 93 percent of the total portfolio at March 31, 20X2. Notwithstanding a change in custodial arrangements implemented
during fiscal year 20X2, two financial institutions held approximately 93 percent of the [Organization’s] investment portfolio as of March 31, 20X1, as well.
6.10 NOTE X: CONCENTRATIONS OF CREDIT RISK
Financial instruments that potentially subject the Ballet to credit risk consist primarily of cash, cash equivalents, accounts and pledges receivable, and
endowment investments. The Ballet maintains cash and cash equivalents with major financial institutions. During 20X2, such amounts have exceeded Federal
Deposit Insurance Corporation limits. The Ballet’s endowment investments have been placed with a major custodian, [Financial Institution]. The Ballet closely
monitors these endowment investments and its accounts and pledges receivable and has not experienced significant credit losses. As of June 30, 20X2, the
following endowment investments equal or exceed 5 percent of the fair market value of total endowment investments:
Dodge & Cox Income Fund
Daedalus Partners, LLP
Abrams Capital Partners II, L.P Fund
Canyon Value Realization Fund (Cayman), L.P.
Eton Park Overseas Fund
Osterweis Strategic Income Fund
Dodge & Cox International Fund

17%
11%
6%
6%
6%
6%
5%

6.11 NOTE X: CONCENTRATIONS OF CREDIT RISK
The Foundation maintains cash and cash equivalents with various financial institutions. At times, such cash and cash equivalents may be in excess of the Federal
Deposit Insurance Corporation insurance level. At December 31, 20X2, approximately 0.7 percent of total short-term investments and long-term investments
held by the Foundation were held in the common stock of one company, [Fortune 500 Company].
6.12 NOTE X: CONCENTRATIONS OF CREDIT RISK
Financial instruments that potentially subject the Association to credit risk consist primarily of cash and cash equivalents, accounts receivable, unconditional
promises to give, marketable securities, and investments. The Association maintains cash and cash equivalents with two major financial institutions. As of July
31, 20X2, the Association’s cash and cash equivalents were in excess of the federal depository insurance limit of $250,000.
The Association’s credit risk is inherent principally in its investments. Adverse economic conditions either nationwide or internationally may result in a reduction
of the investments’ carrying amount. As of July 31, 20X2, the Association held investments in excess of the Securities Investor Protection Corporation insurance
limit of $500,000.
Cash equivalents, charitable remainder trusts, pooled income funds, marketable securities, and investments are exposed to various risks, such as interest rate,
market, and credit risks. In addition, certain charitable remainder trusts can be affected by the ultimate valuation of the trust as affected by estate taxes. Due to
the level of risk associated with certain investment securities, it is at least reasonably possible that changes in the near-term could materially affect the
amounts reported in the statement of financial position.
6.13 NOTE X: DONOR CONCENTRATIONS
During 20X2, [Charity] received $20,935,756 of contributed goods from one donor. This amount accounts for 22.44 percent of [Charity’s] total revenues for the
year.
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6.14 NOTE X: CONCENTRATION OF REVENUE SOURCES
For the years ended December 31, 20X2 and 20X1, the Foundation received contributions from four sources totaling approximately $64.2 million and $58.1
million, representing approximately 39 percent and 45 percent of contribution revenues, respectively.

DISCLOSURES RELATED TO DERIVATIVE INSTRUMENTS
6.15 The use of derivative instruments by not-for-profit entities (NFPs) has become more common in recent years. Disclosures may be included in the footnote
to which the derivative instruments are relevant, such as investments or debt, or they may be included in a separate note.
6.16 FASB ASC 815-10-50 provides guidance on the disclosures required by entities that issue or hold derivative instruments. See paragraphs 4.28–.56 of the
guide for further discussion of derivative instruments.
6.17 NOTE X: DERIVATIVE FINANCIAL INSTRUMENTS
During the year ended June 30, 20X1, the University maintained two interest rate swap agreements to manage the interest cost and risk associated with its
variable rate debt, further described in Note X. On June 5, 20X1, one of these swap agreements expired. Under the terms of the expired agreement, the
University paid a fixed rate of 4.46 percent on a notional amount of $125 million and received a payment indexed to the Securities Industry and Financial
Market Association (SIFMA) municipal swap index rate. Under the remaining agreement, the University pays a fixed rate of 4.91 percent and receives a payment
indexed to SIFMA on a notional amount of $125 million. At June 30, 20X2, the remaining swap agreement had a total fair value of ($58.6) million and at June
30, 20X1, had a fair value of ($32.8) million. This swap portfolio had a total net loss for 20X2 of $25.8 million and a total net gain of $7.7 million for 20X1. The
notional amounts of these derivatives are not recorded on the University’s Statements of Financial Position.
For its investment management, the University uses a variety of financial instruments with off-balance sheet risk involving contractual or optional
commitments for future settlement. The University primarily uses these instruments to manage its exposure to extreme market events and fluctuations in asset
classes or currencies. Instruments utilized include futures, total return and credit default swaps, and interest rate cap and swaption agreements. The futures are
exchange-traded, and the swap, swaptions, and cap agreements are executed over the counter.
Total return swaps involve commitments to pay interest in exchange for a market-linked return, both based on notional amounts. To the extent the total return
of the security or index underlying the transaction exceeds or falls short of the offsetting interest rate obligation, the University will receive a payment from or
make a payment to the counterparty.
The University’s portfolio of interest rate caps and swaptions is designed for protection from significant increases in interest rates. An interest rate swaption is an
option to enter into an interest rate swap agreement on preset terms at a future date. The purchaser and seller of the swaption agree on the expiration date,
option type, exercise style, the terms of the underlying swap, and the type of settlement. As the expiration date approaches, the swaption holder can either
notify the seller of its intention to exercise or let the option expire. An interest rate cap places a ceiling on a floating rate of interest on a specified notional
principal amount for a specific term. The buyer of the cap uses the cap contract to limit its maximum interest rate exposure. If the buyer’s floating rate rises
above the cap strike, the cap contract provides for payments from the seller to the buyer of the cap for the difference between the floating rate and the cap
strike. If the floating rate remains below the cap strike, no payments are required. The cap buyer is required to pay an upfront fee or premium for the cap. The
cap premium charged by the seller depends upon the market’s assessment of the probability that rates will move through the cap strike over the time horizon of
the deal. The payoff is expected to occur in extreme market conditions that would negatively affect other of the University’s assets.
Table X summarizes the notional exposure and net ending fair value relative to the financial instruments with off-balance sheet risk as of June 30, 20X2 and
20X1, related to the University’s investment management. Derivatives held by limited partnerships and commingled investment vehicles pose no off-balance
sheet risk to the University due to the limited liability structure of these investments. To manage the counterparty credit exposure of the University’s direct
off-balance sheet financial instruments, the University requires collateral to the maximum extent possible under normal trading practices. Collateral is moved
on a daily basis as required by fluctuations in the market. The collateral is generally in the form of debt obligations issued by the U.S. Treasury or cash. In the
event of counterparty default, the University has the right to use the collateral to offset the loss associated with the replacement of the agreements. The
University enters into arrangements only with counterparties believed to be creditworthy. On June 30, 20X2, cash collateral and certain securities owned by the
University were held at counterparty brokers to collateralize these positions and are included in investments on the Statements of Financial Position.

58

6.14

|

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

6. Disclosures Related Primarily to the Statement of Financial Position

P1: KpB
ACPA277-06

aicpa-npo.cls

September 30, 2013

14:42

Table X. Derivative Financial Instruments
Notional Exposure
Fiscal Year 20X2
Fixed income instruments
Fixed income futures
Options on interest rate exchange agreements
Interest rate caps and floors
Interest rate swaps
Total fixed income instruments
Currency instruments
Currency forwards
Total currency instruments
Commodity instruments
Commodity futures
Equity index future
Equity index swaps
IOS index swaps
Total commodity and index futures
Credit instruments
20X2 Total
Fiscal Year 20X1
Fixed income instruments
Fixed income futures
Options on interest rate exchange agreements
Interest rate caps and floors
Interest rate swaps
Total fixed income instruments
Currency instruments
Currency forwards
Total currency instruments
Commodity instruments
Commodity futures
Equity index future
Total commodity futures
Credit instruments
20X1 Total

Long

Short

$ 8,900
2,577,777
2,250,000
—
4,836,677

$ (14,400)
(55,000)
—
(11,900)
(81,300)

—
—

Net Ending Fair Value*
$

Net Gain (Loss)**

(29)
32,292
3,592
(270)
35,585

$
38
(37,142)
(6,361)
(321)
(43,786)

—
—

(148)
(148)

1,306
1,306

2,072
—
—
—
2,072
410,358
$5,249,107

—
—
(60,036)
(18,889)
(78,925)
(1,629,309)
$(1,789,534)

(1,062)
—
—
12
(1,050)
28,024
$ 62,411

(952)
1,449
—
603
1,100
20,975
$(20,405)

$

2,500
1,884,777
2,250,000
—
4,137,277

$ (19,400)
(55,000)
(2,808,000)
(34,436)
(2,916,836)

$

$

61,541
61,541

(17,956)
(17,956)

(131)
(131)

(836)
(836)

15,993
—
15,993
732,533
$4,947,344

—
(29,159)
(29,159)
(2,617,037)
$(5,580,988)

(110)
(1,449)
(1,559)
50,873
$102,778

(379)
(1,449)
(1,828)
(5,561)
$ 259

(67)
57,946
(4,221)
(63)
53,595

459
9,119
(4,091)
2,997
8,484

* The fair value of all derivative financial instruments is reflected in investments at fair value in the Statements of Financial Position.
** Net gain (loss) from the derivative financial instruments is located in the nonoperating section as net gain on investments and other assets in the Statement of Activities.

Table XX provides further details related to the University’s credit instruments. The act of entering into a credit default swap contract is often referred to as
buying protection or selling protection on an underlying reference obligation. The buyer is obligated to make premium payments to the seller over the term of
the contract in return for a contingent payment upon the occurrence of a credit event with respect to the underlying obligation. The seller bears the obligation
to “protect” the buyer in the event of default of the underlying issuer. Upon this event, the cash payment which the buyer receives is equal to the clearing price
established by an auction of credit default swap claims, which is designed to approximate the recovery value of an unsecured claim on the issuer in default. The
swap will last for a predetermined amount of time, typically five years. Upon termination of the swap, the buyer is no longer obligated to make any premium
payments and there is no other exchange of capital.
The following table summarizes the notional amounts and fair value of the purchased and written credit derivatives, classified by the expiration terms and the
external credit ratings of the reference obligations at June 30, 20X2 and 20X1.
Table XX. Credit Derivatives
Written Protection Notional Amount
Purchased
Notional
Amounts
Fiscal Year 20X2
Credit rating on underlying or index
A − to AAA
BBB − to BBB +
Non-investment grade
Nonrated
ABX – AA index
20X2 Total

$ 605,184
541,181
5,000
35,381
32,205
$1,218,951

Purchased Protection
Purchased
Years to Maturity
Fair
Value*
<5 Years
5–10 Years
$(1,652)
(5,703)
(576)
728
17,444
$10,241

$ 61,150
45,000
—
5,000
—
$111,150

$ 544,034
496,181
5,000
30,381
32,205
$1,107,801

Written
Notional
Amounts

Offsetting
Purchased
Credit
Protection**

$410,358
—
—
—
—
$410,358

$(410,358)
—
—
—
—
$(410,358)

Net Written
Credit
Protection

Net Written
Credit
Protection
Fair Value

$—
—
—
—
—
$—

$17,783
—
—
—
—
$17,783

(continued)
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Written Protection Notional Amount
Purchased
Notional
Amounts
Fiscal Year 20X1
Credit rating on underlying or index
A − to AAA
BBB − to BBB +
Non-investment grade
Nonrated
ABX – AA index
20X1 Total

$ 861,248
917,741
25,000
20,000
60,515
$1,884,504

Purchased Protection
Purchased
Years to Maturity
Fair
Value*
<5 Years
5–10 Years
$(7,213)
(7,363)
914
(180)
34,367
$20,525

$270,653
187,098
—
—
—
$457,751

Written
Notional
Amounts

Offsetting
Purchased
Credit
Protection**

$732,533
—
—
—
—
$732,533

$(732,533)
—
—
—
—
$(732,533)

$ 590,595
730,643
25,000
20,000
60,515
$1,426,753

Net Written
Credit
Protection

Net Written
Credit
Protection
Fair Value

$—
—
—
—
—
$—

$30,348
—
—
—
—
$30,348

* The fair value of all credit derivative instruments is reflected in investments, at fair value in the Statements of Financial Position.
** Net gain (loss) of the credit derivative instruments is located in the non-operating section as net gain on investments and other assets in the Statement of Activities.

6.18 NOTE X: DERIVATIVES
The Institute uses an interest rate swap to manage the interest rate exposure of a portion of its variable rate debt. The swap is recorded at fair value, which is the
estimated amount that the Institute would receive or pay to terminate the agreement, taking into account current interest rates and the current
credit-worthiness of the swap counterparty. Costs of regular settlements with the counterparty of $5,576 and $5,596 during the years ended September 30,
20X2 and 20X1, respectively, are included in interest expense in the statements of activities. Changes in the swap’s fair value during the years ended September
30, 20X2 and 20X1, resulted in unrealized losses of $3,122 and $14,357, respectively, which are included in nonoperating changes in net assets in the
statements of activities. The fair value of the swap was a liability of $58,938 and $55,816 at September 30, 20X2 and 20X1, respectively, and is included in
accounts payable and accrued expenses in the balance sheets.
The Institute’s externally managed investment funds may include derivatives. The fair value of any such derivatives is included in the calculation of the fair
values of the Institute’s investments in such funds.
6.19 NOTE X: DERIVATIVE INSTRUMENTS [portion of a longer note]
Derivative financial instruments are used by the Ballet on a limited basis to manage interest rate risk associated with its tax-exempt bonds. Derivative financial
instruments, which for the Ballet consist of one interest rate swap agreement discussed further in Note Y, are recorded at their fair market value in the liabilities
section in the accompanying consolidated statements of financial position. Changes in the underlying value of derivative financial instruments are recorded in
net realized and unrealized loss on interest rate swap agreement in the accompanying consolidated statements of activities and changes in net assets. The
Ballet does not enter into derivative contracts for the purpose of speculation.
6.20 NOTE X: CREDIT DEFAULT SWAPS [portion of a longer note]
The University’s derivative activities include both the purchase and sale of credit default swaps (CDS), which are included in credit contracts in the previous
table. CDS are contracts under which counterparties are provided protection against the risk of default on a set of debt obligations issued by specific companies
(or group of companies combined in an index). The buyer of the CDS will make payment to the seller and in return receive payment if the underlying instrument
goes into default or is triggered by some other credit event. The University’s CDS transactions include both single name entities as well as index CDS. Under the
index CDS, the credit events that would trigger settlement of the CDS and require the University to remit payment are generally bankruptcy and failure to pay.
The tables below summarize certain information regarding protection sold through CDS at August 31, 20X2 and 20X1, in thousands of dollars:
Credit Ratings of the Reference Obligation(2)
20X2
Single name credit default swaps:
A − to AA +
BBB − to BBB +
Total single name credit default swaps
Index credit default swaps(3)
Total credit default swaps sold
20X1
Single name credit default swaps:
A − to AA +
BBB − to BBB +
Total single name credit default swaps
Total credit default swaps sold
(1)
(2)
(3)

60

Maximum Potential Payout (Notional Amount(1) )/
Years to Maturity
Less Than 3
Over 3

Total

Fair Value Asset/
(Liability)

$ 8,787
2,100
10,887
—
$10,887

$13,800
2,575
16,375
500
$16,875

$22,587
4,675
27,262
500
$27,762

$ 203
(257)
(54)
(11)
$ (65)

$12,783
3,636
16,419
$16,419

$16,400
2,300
18,700
$18,700

$29,183
5,936
35,119
$35,119

$ 67
(444)
(377)
$(377)

The notional amount is representative of the volume and activity of the respective derivative type during the years ended August 31, 20X2 and 20X1.
The credit rating is according to Standard & Poor’s and represents the current performance risk of the swap.
Index credit default swaps are linked to a basket of credit derivatives that include entities that have a Standard & Poor’s rating of BBB- or higher.
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6.21 NOTE X: DERIVATIVES [portions of a longer note]
The University uses a variety of financial instruments with off-balance sheet risk involving contractual or optional commitments for future settlement, which
are exchange traded or executed over the counter. These instruments are used in both the core portfolio to increase or decrease exposure to a given asset class
and in the relative value strategies, with the goal of enhancing the returns of certain asset classes. The University may also invest in derivative instruments
when it believes investments or other derivatives are mispriced in relation to other investments, and the University can benefit from such mispricing. The fair
value of these financial instruments is included in the “Investment portfolio, at fair value” and “Securities lending and other liabilities associated with the
investment portfolio” line items of the Balance Sheets, with changes in fair value reflected as “Realized and changes in unrealized appreciation/(depreciation),
net” within the Statements of Changes in Net Assets.
The market risk of a strategy is influenced by the relationship between the financial instruments with off-balance sheet risk and the offsetting positions recorded
in the Balance Sheets. The University manages exposure to market risk through the use of industry standard analytical tools that measure the market exposure
of each position within a strategy. The strategies are monitored daily, and positions are frequently adjusted in response to changes in the financial markets.
Derivative instruments entered into by limited partnerships and commingled investment vehicles pose no direct off-balance sheet risk to the University due to
the limited liability structure of the investments.
The following section details the accounting for each type of derivative contract, as well as the University’s intended purpose for entering into each type of
derivative instrument.
OPTIONS
The University purchases and sells put and call options to take advantage of mispricing due to expectations in the marketplace of future volatility of the
underlying instruments. When purchasing an option, the University pays a premium, which is included in the pooled general investment account table in Note
Y as an asset and subsequently marked-to-market to reflect the current value of the option. Premiums paid for purchased options that expire unexercised are
treated as realized losses within the Statements of Changes in Net Assets.
When the University sells (writes) a call or put option, an amount equal to the premium received is recorded as a liability in the pooled general investment
account table in Note Y and subsequently marked-to-market to reflect the current fair value of the option written. Premiums received from writing options that
expire unexercised are treated as realized gains within the Statements of Changes in Net Assets.
When a purchased option is closed before expiration or exercise, the University records a realized gain or loss equal to the difference between the proceeds
received upon closing and the premium paid. When a written option is closed before expiration or exercise, the University records a realized gain or loss equal to
the difference between the cost to close the option and the premium received from selling the option.
During fiscal 20X2, the University transacted approximately 500 equity and fixed income option trades with an average transaction size of approximately 2,500
contracts. Additionally, the University transacted approximately 400 currency option contracts with average USD equivalent notional amounts of approximately
$23.0 million per contract.
During fiscal 20X1, the University transacted approximately 500 equity and fixed income option trades with an average transaction size of approximately 3,500
contracts. Additionally, the University transacted approximately 275 currency option contracts with average USD equivalent notional amounts of approximately
$25.0 million per contract.
SWAP CONTRACTS
The University enters into swap contracts, which are contracts between two parties to exchange future cash flows at periodic intervals based on a notional
principal amount. Payments are exchanged at specified intervals, accrued daily commencing with the effective date of the contract, and recorded as realized
gains or losses. Gains or losses are realized in the event of an early termination of a swap contract. Risks of loss may include unfavorable changes in the returns
of the underlying instruments or indexes, adverse fluctuations of interest rates, failure of the counterparty to perform under the terms of the agreement, and
lack of liquidity in the market.
Collateral in the form of securities or cash may be posted to or received from the swap counterparty in accordance with the terms of the swap contract. Realized
gains or losses are recorded within the Statements of Changes in Net Assets on periodic payments received or made on swap contracts and with respect to
swaps that are closed prior to termination date. When the University enters into a swap transaction, it may make or receive a payment equal to the value of the
swap on the entry date and amortizes such payments to realized gain or loss over the outstanding term of the swap. The terms of the swap contracts can vary,
and they are reported at fair value based on a valuation model or a counterparty provided price.
The University enters into swap contracts to increase or decrease its exposure to one or more of the following: changes in the level of interest rates, underlying
asset values, or credit risk. In the normal course of its trading activities, the University enters into credit default, interest rate, and total return swap contracts.

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

6. Disclosures Related Primarily to the Statement of Financial Position

|

6.21

61

P1: KpB
ACPA277-06

aicpa-npo.cls

September 30, 2013

14:42

CREDIT DEFAULT CONTRACTS
The University enters into credit derivatives to simulate long and short bond exposure that is either unavailable or considered to be less attractively priced in the
bond market or to hedge exposure obtained in the bond market.
The University also uses these derivatives to reduce risk when it has exposure to the issuer or to take an active long or short position with respect to the
likelihood of an event of default. The reference obligation of the derivative can be a single issuer, a “basket” of issuers, or an index. During fiscal 20X2, the
University transacted approximately 700 credit default contracts with average notional amounts of approximately $22.0 million. During fiscal 20X1, the
University transacted approximately 600 credit default contracts with average notional amounts of approximately $11.5 million.
In instances when the University has purchased credit protection on an underlying reference obligation, the University is obligated to pay the seller of the credit
protection a periodic stream of payments over the term of the contract in return for a contingent payment upon the occurrence of a credit event with respect to
the underlying reference obligation. The contingent payment may be a cash settlement or a physical delivery of the reference obligation in return for payment
of the face amount of the obligation. The amount paid for purchased protection is typically a nominal percentage of the notional amount. In instances when the
University has sold credit protection on an underlying reference obligation, the University receives a fixed rate of income throughout the term of the contract,
which typically is between 1 month and 5 years, and in some instances up to 10 years. In the case when the University sold credit protection, if a credit event
occurs, the University may cash settle the contract or pay the purchaser of credit protection the full notional value of the contract in exchange for the reference
obligation.
As of June 30, 20X2, the University’s purchased and written credit derivatives had gross notional amounts of $1.8 billion and $0.3 billion, respectively, for total
net purchased protection of $1.5 billion in notional value. As of June 30, 20X1, the University’s purchased and written credit derivatives had gross notional
amounts of $2.0 billion and $0.2 billion, respectively, for total net purchased protection of $1.8 billion in notional value.
Credit ratings on the underlying reference obligation, together with the period of expiration, are indicators of payment/performance risk. For example, the
seller of credit protection is least likely to pay or otherwise be required to perform when the credit ratings are AAA and the period of expiration is “< 5 years.”
The likelihood of payment or performance is generally greater as the credit ratings fall and period of expiration increases.
INTEREST RATE CONTRACTS
The University enters into interest rate swaps (including swaptions) to hedge certain investment positions against interest rate fluctuations; benefit from
interest rate fluctuations; obtain better interest rate terms than it would have been able to get without the swap; or manage the interest, cost, and risk
associated with its outstanding debt and hedge issuance of future debt. Interest rate swaps involve the exchange by the University with another party of its
respective commitments to pay or receive interest at specified intervals based on a notional amount of principal. During fiscal 20X2, the University transacted
approximately 3,500 interest rate swap and cap and floor contracts with average notional amounts of approximately $200.0 million. During fiscal 20X1, the
University transacted approximately 3,500 interest rate swap and cap and floor contracts with average notional amounts of approximately $400.0 million.
TOTAL RETURN SWAPS
The University enters into total return swaps to manage its exposure to market fluctuations in various asset classes. Total return swaps involve commitments to
pay interest in exchange for a market linked return, both based on notional amounts. To the extent the total return of the security or index underlying the
transaction exceeds or falls short of the offsetting interest rate obligation, the University will receive a payment from or make a payment to the counterparty,
respectively. During fiscal 20X2, the University transacted approximately 400 commodity swap contracts, 700 equity swap contracts, and 200 currency swap
contracts with average notional amounts of approximately $12.0 million, $10.0 million, and $8.0 million, respectively. During fiscal 20X1, the University
transacted approximately 90 commodity swap contracts, 1,300 equity swap contracts, and 250 currency swap contracts with average notional amounts of
approximately $30.0 million, $2.5 million, and $13.0 million, respectively.
FORWARD CURRENCY CONTRACTS
The University enters into forward currency contracts in connection with settling planned purchases or sales of securities, for investment purposes, or to hedge
the currency exposure associated with some or all of the University’s portfolio securities. A forward currency contract is an agreement between two parties to
buy and sell a currency at a set price on a future date. The value of a forward currency contract fluctuates with changes in forward currency exchange rates.
Forward currency contracts are marked-to-market daily, and the change in fair value is recorded by the University as an unrealized gain or loss. Realized gains or
losses equal to the difference between the fair value of the contract at the time it was opened and the fair value at the time it was closed are recorded upon
delivery or receipt of the currency or, if a forward currency contract is offset by entering into another forward currency contract with the same broker, upon
settlement of the net gain or loss. During fiscal 20X2, the University transacted approximately 5,700 forward currency contracts with average USD equivalent
notional amounts of approximately $3.0 million. During fiscal 20X1, the University transacted approximately 5,000 forward currency contracts with average
USD equivalent notional amounts of approximately $2.3 million.
FUTURES CONTRACTS
The University uses futures contracts to manage its exposure to financial markets, including to hedge such exposures. Buying futures tends to increase the
University’s exposure to the underlying instrument. Selling futures tends to decrease exposure to the underlying instrument. Upon entering into a futures
62
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contract, the University is required to deposit with its prime broker an amount of cash or liquid securities in accordance with the initial margin requirements of
the broker or exchange.
Gains and losses are realized when the contracts expire or are closed. Futures contracts are marked-to-market daily based on settlement prices established by
the board of trade or exchange on which they are traded, and an appropriate payable or receivable for the change in fair value is recorded by the University.
During fiscal 20X2, the University transacted approximately 10,000 futures trades with an average transaction size of approximately 100 contracts. During fiscal
20X1, the University transacted approximately 5,000 futures trades with an average transaction size of approximately 100 contracts.
COUNTERPARTY CREDIT EXPOSURE
Financial instruments with off-balance sheet risk involve counterparty credit exposure. The policy of the University is to require collateral to the maximum
extent possible under normal trading practices. Collateral is moved on a daily basis as required by fluctuations in the market. The collateral is generally in the
form of debt obligations issued by the U.S. Treasury. In the event of counterparty default, the University has the right to use the collateral to offset the loss
associated with the replacements of the agreements. The University enters into arrangements only with counterparties believed to be creditworthy. Specific
credit limits are established for counterparties based on their individual credit ratings. Credit limits are monitored daily by the University and are adjusted
according to policy.
Some of the financial instruments entered into by the University contain credit-risk-related contingency features that allow the parties to the agreement to
demand immediate payment for outstanding contracts, collateral, or both. If material credit-risk-related contingency features were triggered on June 30, 20X2
and 20X1, the additional collateral due to counterparties for derivative contracts would have been $6.4 million and $19.5 million, respectively.

FAIR VALUE MEASUREMENTS
6.22 FASB ASC 820, Fair Value Measurements and Disclosures, defines fair value, establishes a framework for measuring fair value, and details requirements for
disclosures about fair value measurements. In May 2011, FASB issued Accounting Standards Update (ASU) No. 2011-04, Fair Value Measurements and Disclosures
(Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs, which requires additional quantitative
and qualitative disclosures for level 3 investments when the practical expedient provided in ASU No. 2009-12, Fair Value Measurements and Disclosures (Topic
820): Investments in Certain Entities That Calculate Net Asset Value per Share (or Its Equivalent), is not employed. It also requires disclosure of transfers between
levels 1 and 2 of the fair value hierarchy and the reason for those transfers and the categorization by level for items that are not presented in the statement of
financial position at fair value, but for which disclosure of the fair value is required (for example, debt that is carried at amortized cost on the balance sheet but
for which fair value is required to be disclosed in the notes). The guidance in ASU No. 2011-04 is effective for public entities for interim and annual reporting
periods beginning after December 15, 2011, and for nonpublic entities for annual reporting periods beginning after December 15, 2011 (that is, fiscal year 2013
for most NFPs). As such, the following examples do not include the additional disclosures required by ASU No. 2011-04.
6.23 As a practical matter, many entities include the fair value disclosures in the Investment footnote because those financial instruments are the most likely to
require additional disclosures as required by FASB ASC 820.
6.24 NOTE X: FINANCIAL INSTRUMENTS
The Museum follows guidance with respect to accounting and reporting for the fair value of its financial assets and liabilities. This guidance establishes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. Fair value is defined as the exchange price that would be received
for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between
participants on the measurement date. Fair value requires an organization to determine the unit of account, the mechanism of hypothetical transfer, and the
appropriate markets for the asset or liability being measured.
This guidance also establishes a hierarchy of valuation inputs based on the extent to which the inputs are observable in the marketplace. Observable inputs
reflect market data obtained from sources independent of the reporting entity and unobservable inputs reflect the entities own assumptions about how market
participants would value an asset or liability based on the best information available. Valuation techniques used to measure fair value must maximize the use of
observable inputs and minimize the use of unobservable inputs. The standard describes a fair value hierarchy based on three levels of inputs, of which the first
two are considered observable and the last unobservable, that may be used to measure fair value.
The three input levels are as follows:
• Level 1. Quoted prices in active markets that the Museum has the ability to access for identical assets and liabilities for which significant observable inputs
exist. Market price data is generally obtained from exchange or dealer markets. The Museum does not adjust the quoted price for such assets and
liabilities. Investments included in level 1 may include certain equity securities, registered mutual funds, and exchange traded funds.
• Level 2. Inputs other than level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted prices in
markets that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the same term of assets
or liabilities. This includes use of model based valuations techniques for which all significant assumptions are observable in the market or can be
corroborated by observable market data for substantially the full term of the assets. Inputs are obtained from various sources including market
participants, dealers, and brokers.
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Investments included in level 2 may include certain U.S. government bonds, money market funds, fixed income, equity and hedge funds, and other
multistrategy funds for which observable inputs exist and trade in markets not considered to be active.
• Level 3. Unobservable inputs, as they trade infrequently or not at all, that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.
Investments included in level 3 primarily consist of the Museum’s ownership in equity fund investments, hedge funds, private equity funds, real asset
funds, and other similar funds. The values of these investments represent the ownership interest in the net asset value of the respective partnerships.
These investments are primarily made under agreements to participate in investment vehicles and are generally subject to certain withdrawal restrictions.
The fair value of the securities held by limited partnerships that do not have readily determinable fair values are determined by the general partner and
are based on appraisals or other estimates that require varying degrees of judgment.
The Museum considers several factors in appropriately classifying the investment funds in the fair value hierarchy. An investment is generally classified as level 2
if the Museum has the ability to withdraw its investment with the investment fund at net asset value (NAV) at the measurement date. An investment is generally
classified as level 3 if the Museum does not have the ability to withdraw its investment with the investment fund at NAV, such as investments in closed-end
funds, “side pockets,” or funds with suspended withdrawals imposed. If the Museum cannot withdraw its investment with the investment funds at NAV
when such investment is subject to “lock-up” or gate, or its withdrawal period does not coincide with the Museum’s measurement date, the Museum considers
the length of time until the investment will become redeemable in determining whether the fair value measurement of the investment should be classified
as a level 2 or level 3 fair value measurement. In general, if the Museum has the ability to redeem its investment with the investment fund at or within three
months of the measurement date, the investment fund interest is classified as level 2. Otherwise, the investment fund interest has been classified as level 3.
A financial instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value measurement.
Inputs are used in applying the various valuation techniques and broadly refer to the assumptions that market participants use to make valuation decisions.
Inputs may include price information, credit data, liquidity statistics, and other factors. The Museum considers observable data to be that market data which is
readily available and reliable and provided by independent sources. The categorization of a financial instrument within the hierarchy is therefore based upon
the pricing transparency of the instrument and does not necessarily correspond to the Museum’s perceived risk of that investment. The following tables
summarize the financial instruments reported within the consolidated statements of financial position carried at fair value as of June 30, 20X2 and 20X1, by
caption and level within the fair value accounting hierarchy:
Significant Other
Observable Inputs
(Level 2)

Quoted Prices in
Active Markets
(Level 1)
Assets
Cash equivalents
Government and corporate bonds
Equity securities
Investment funds
Registered mutual funds
Fixed income
Equity (long only)
Equity long/short
Credit
Multistrategy and other
Private equity
Real assets
Total investments and cash equivalents
Beneficial interests held by third parties
Total assets at fair value
Liabilities
Interest rate swaps
Total liabilities at fair value

Assets
Cash equivalents
Government and corporate bonds
Equity securities
Investment funds
Registered mutual funds
Fixed income
Equity (long only)
Equity long/short
Credit
Multistrategy and other
Private equity
Real assets
Total investments and cash equivalents

$

Significant
Unobservable Inputs
(Level 3)

—
—
90,328

$ 31,997
305
—

$

84,845
—
16,841
—
—
—
—
—
192,014
—
$192,014

—
22,539
121,828
25,263
—
21,174
—
—
223,106
—
$223,106

—
—
—
12,360
49,440
84,508
106,445
23,625
276,378
1,152
$277,530

$ 31,997
305
90,328
—
84,845
22,539
138,669
37,623
49,440
105,682
106,445
23,625
691,498
1,152
$692,650

$
$

—
—

$ 8,427
$ 8,427

$
$

—
—

$ 8,427
$ 8,427

Quoted Prices in
Active Markets
(Level 1)

Significant Other
Observable Inputs
(Level 2)

Significant
Unobservable Inputs
(Level 3)

Total
Fair Value
20X1

$

—
—
—

Total
Fair Value
20X2

—
14,838
115,658

$ 64,356
2,138
—

$

—
—
—

$ 64,356
16,976
115,658

60,658
—
21,421
—
—
—
—
—
$212,575

—
20,605
124,714
24,850
—
40,472
—
—
$277,135

—
1,107
9,366
13,666
59,645
78,329
108,727
20,535
$291,375

60,658
21,712
155,501
38,516
59,645
118,801
108,727
20,535
$781,085

(continued)
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Beneficial interests held by third parties
Total assets at fair value
Liabilities
Interest rate swaps
Total liabilities at fair value

$
$

—
—

Total
Fair Value
20X1
1,095
$782,180

Significant
Unobservable Inputs
(Level 3)
1,095
$292,470

Significant Other
Observable Inputs
(Level 2)
—
$277,135

Quoted Prices in
Active Markets
(Level 1)
—
$212,575

$ 7,908
$ 7,908

$
$

—
—

$ 7,908
$ 7,908

There were no significant transfers in or out of level 1 and level 2 of the fair value hierarchy. Changes from level 3 to level 2 are discussed in the following tables.
Financial instruments such as those above, involve, to varying degrees, elements of market risk and credit risk in excess of the amounts recorded on the
consolidated statements of financial position. For the Museum, market risk represents the potential loss due to the decrease in the value of financial
instruments; credit risk represents the maximum potential loss due to possible nonperformance of contract terms by obligors and counter parties.
Interest rate swap arrangements have inputs which can generally be corroborated by market data and are therefore classified as level 2. Interest rate swaps are
valued using both observable and unobservable inputs, such as quotations from the counter party, whenever available, and considered reliable. The value of the
interest rate swap depends upon the contractual terms of and specific risks inherent in the instrument as well as the availability and reliability of observable
inputs.
Split-interest agreements are valued at the current market value of the underlying assets using observable market inputs based on its beneficial interest in the
trust discounted to a single present value using market rates approximating 1.2 percent.
The methods described above may produce a fair value calculation that may not be indicative of net realizable value or reflective of future values. Furthermore,
although the Museum believes its valuation methods are appropriate and consistent with other market participants, the use of different methodologies or
assumptions to determine the fair value of certain financial instruments could result in a different estimate of fair value at the reporting date.
The following tables are a roll forward of the consolidated statements of financial position amounts for financial instruments classified by the Museum within
level 3 of the fair value hierarchy defined above as of June 30, 20X2 and 20X1.
Fair Value
7/1/20X2
Investment funds
Fixed income
Equity (long only)
Equity long/short
Credit
Multistrategy/ other
Private equity
Real assets
Beneficial interests held by third parties

$ 1,107
9,366
13,666
59,645
78,329
108,727
20,535
1,095
$292,470

Fair Value
7/1/20X1
Investment funds
Fixed income
Equity (long only)
Equity long/short
Credit
Multistrategy/ other
Private equity
Real assets
Beneficial interests held by third parties

$ 12,944
44,458
16,038
62,902
74,015
93,839
19,633
1,079
$324,908

Realized and
Unrealized Gains
(Losses), Net

Transfers
Out*
$

—
(8,709)
—
—
—
—
—
—
$(8,709)

$

—
(642)
(636)
(1,371)
4,944
2,460
2,092
57
$ 6,904

Transfers
Out*
$

—
(37,378)
(4,650)
—
—
—
—
—
$(42,028)

Purchases
$

Sales/
Settlements

Fair Value
6/30/20X2

—
36
—
1,594
5,047
7,607
3,500
—
$17,784

$ (1,107)
(51)
(670)
(10,428)
(3,812)
(12,349)
(2,502)
—
$(30,919)

$

—
—
12,360
49,440
84,508
106,445
23,625
1,152
$277,530

Realized and
Unrealized Gains
(Losses), Net

Purchases

Sales/
Settlements

Fair Value
6/30/20X1

$ 756
2,926
(575)
6,440
9,736
17,030
1,982
16
$38,311

$ 719
514
12,000
1,305
24
20,150
2,680
—
$37,392

$(13,312)
(1,154)
(9,147)
(11,002)
(5,446)
(22,292)
(3,760)
—
$(66,113)

$ 1,107
9,366
13,666
59,645
78,329
108,727
20,535
1,095
$292,470

* Transferred from level 3 to level 2 due to redemption rights gained on such investments. It is the Museum’s policy to recognize transfers at the beginning of the reporting period.

Net realized and unrealized gains (losses) in the tables above are reflected in the accompanying consolidated statements of unrestricted revenues, expenses,
and changes in unrestricted net assets. Net unrealized gains (losses) relate to those financial instruments held by the Museum at June 30, 20X2 and 20X1.
The Museum uses NAV to determine the fair value of all underlying investments which (a) do not have a readily determinable fair value and (b) prepare their
financial statements consistent with the measurement policies of an investment company or have the attributes of an investment company. Per the applicable
guidance, the following tables list investments in other investment companies (in partnership format) by major category. All percentages are based on NAV as
of June 30, 20X2 and 20X1.
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Fair Value
Determined
Using Net
Asset Value
$22,026

Number of
Funds
2

Remaining
Life (Years)
N/A

Unfunded
Commitments
N/A

121,828

3

N/A

N/A

105,682

7

N/A

N/A

Absolute
return—
equity
long/short

37,623

5

N/A

N/A

Absolute
return—
credit

49,440

4

N/A

N/A

Private equity

106,445

25

$33,856

23,625

8

0–3 years: 3%
3–5 years: 46%
5 years: 41%
0–3 years: 16%
3–5 years: 6%
>5 years: 78%

Investment
Strategy
Fixed income—
investment
funds
Equity—
investment
funds

Absolute
return—
multistrategy
and other

Real Assets

$466,669
(1)

66

14,253

Redemption Terms
Month-end: 100% (with
15 days notice)

Redemption
Restrictions and Terms
See redemption terms

Redemption
Restrictions and
Terms in Place at
6/30/20X2
None

See redemption terms

None

Two funds, representing
20% of assets have
gates. The gates range
from 10% to 20% of
total fund level net
asset value (NAV).

Full redemption
request 12/31/08
on one fund
(representing 5% of
assets), with
remaining balance
comprised of special
investments not
expected to be
realized for a
minimum of 3 years.

Two funds, representing
56% of assets, have
gates. Gates are
triggered at 25% of
fund-level NAV for both
funds.

The remaining fund
(1% of assets) is
pending final
redemption.

Bimonthly: 17% (with 3
days notice)
Month-end: 33% (with 15
days notice)
Quarterly: 50% (with 30
days notice)
Quarterly: 20%
Annual at 12/31: 45%
At 6/30 every year: 2%
12/31/X2 and relocking for
36 months: 8%
12/31/X3 and relocking for
36 months: 8%
Sidepocket (>3 years):
19% (All funds require
notice periods that
range from 45–180
days.)
Quarterly: 67%
12/31 and then
semiannually: 32%
Pending final redemption:
1%
Two funds, representing
56% of assets, require
30 days’ notice.
Two funds, representing
43% of assets, require
60 days’ notice.
Annual at 12/31: 40%
6/30/X3 and relocking for
36 months: 29%
12/31/X4 and relocking for
36 months: 29%
Sidepocket (>3 years): 2%
Pending final redemption:
2%
One fund, representing
16% of assets, requires
60 days’ notice.
Two funds, representing
82% of assets, require
90 days’ notice.
The remaining fund is
pending final
redemption.
N/A

Two funds, representing
41% of assets, have
gates. One gate is
triggered at 20%, and
the other is triggered at
10% of fund-level
NAV/year.

2% (one fund) was
fully redeemed on
6/30/11. An
investor-level gate
was imposed, and
the investment will
be fully redeemed
over 4 quarters.

N/A

N/A

N/A

N/A

N/A

$48,109

Defined as the period between 6/30/20X2 and the Termination Date of the fund as defined in legal documentation.
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Fair Value
Determined
Using Net
Asset Value
$21,431

Number of
Funds
3

Remaining
Life (Years)
N/A

Unfunded
Commitments
N/A

Equity (long
only)

134,080

4

N/A

N/A

Multistrategy
and other

118,801

7

N/A

N/A

Equity
long/short

38,516

5

N/A

N/A

Credit

59,645

4

N/A

N/A

108,727

24

$29,377

20,535

10

0–3 years: 16%
3–5 years: 48%
5 years: 36%
0–3 years: 17%
3–5 years: 7%
5 years: 75%

Investment
Strategy
Fixed income

Private equity
Real assets

$501,735

15,636

Redemption Terms
Month-end: 85% (with 15
days’ notice)
Pending final redemption:
5%
Bimonthly: 12% (with 3
days’ notice)
Month-end: 44% (with 15
days’ notice)
Quarterly: 37% (with 30
days’ notice)
12/31/X1: 7% (with 30
days’ notice)
Quarterly: 34%
Annual at 12/31: 35%
At 6/30 every year: 2%
12/31/X2 and relocking for
36 months: 5%
12/31/X3 and relocking for
36 months: 5%
Sidepocket (>3 years):
19%
(All funds require notice
periods that range from
45–180 days.)
Quarterly: 65%
12/31and then
semiannually: 33%
Sidepocket (>3 years): 1%
Pending final redemption:
1%
Notice periods range from
30–60 days
Annual at 12/31: 33%
12/31/X1 and relocking for
36
months: 24%
6/30/X3 and relocking for
36
months: 24%
Sidepocket (>3 years): 3%
Pending final redemption:
16%
Notice periods range from
30–60 days
N/A
N/A

Redemption
Restrictions and Terms
See redemption terms

See redemption terms

Redemption
Restrictions and
Terms in Place at
6/30/20X1
5% (one fund) was
fully redeemed on
3/31/X1. Assets are
held in cash
pending completion
of audit of fund.
None

Two funds, representing
34% of assets, have
gates. The gates range
from 10% to 20% of
total fund level net
asset value (NAV).

Full redemption
request 12/31/08
on one fund
(representing 7% of
assets) with
remaining balance
comprised of special
investments not
expected to be
realized for a
minimum of 3 years.

Two funds, representing
49% of assets, have
gates. Gates are
triggered at 25% of
fund-level NAV for both
funds.

1% (one fund) was
fully redeemed

Two funds, representing
33% of assets, have
gates. One gate is
triggered at 20%, and
the other is triggered at
10% of fund-level
NAV/year.

16% (one fund) was
fully redeemed on
6/30/X1. An
investor-level gate
was imposed, and
the investment will
be fully redeemed
over 4 quarters.

N/A

N/A

N/A

N/A

$45,013

(1) Defined as the period between 6/30/20X1 and the Termination Date of the fund as defined in legal documentation.

6.25 NOTE X: FAIR VALUE OF FINANCIAL INSTRUMENTS [portion of a longer note]
The estimated fair values of the [Entity’s] financial instruments, including receivables and payables arising in the ordinary course of business, approximate their
individual carrying amounts. The following methods and assumptions were used in estimating the fair values of significant financial instruments at March 31,
20X2:
• Cash and cash equivalents. The carrying amount approximates fair value because the instruments are liquid in nature and have short-term maturities.
• Investments. The fair value is determined as described in Note X.
• Pledges and contributions receivable. The carrying amount is based on estimated present value of the anticipated cash inflows and approximates fair value.
• Other assets, due to or from affiliates, and accounts payable and accrued expenses. The carrying amounts approximate fair values because of the short-term
nature of the instruments.
• Beneficial interest in trusts. The carrying amount is based on estimated present value of the anticipated cash inflows and approximates fair value.
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Liabilities under split-interest agreements. The carrying amount is based on estimated present value of the expected payments to beneficiaries and
approximates fair value.
• Bonds payable. The carrying amount approximates fair value because the interest rates are variable and reflect market conditions.
•

6.26 NOTE X: VALUE OF INVESTMENTS AND FINANCIAL INSTRUMENTS [portion of Accounting Policies note]
Investments with values that are based on quoted market prices in active markets and are, therefore, classified within level 1, include active listed equities. The
Association does not adjust the quoted price for such instruments, even in situations when the Association holds a large position and a sale could reasonably
affect the quoted price.
Investments that trade in markets that are not considered to be active, but that are valued based on quoted market prices, dealer quotations, or alternative
pricing sources supported by observable inputs are classified within level 2. Level 2 investments include U.S. government agency securities.
Investments and financial instruments classified within level 3 have significant unobservable inputs, as they trade infrequently or not at all. The valuation of the
beneficial interest in the split-interest agreements and perpetual trusts falls under level 3, as there are no significant observable inputs. The trust valuations are
based on assumptions about the present value of distributions to be received from the trusts.
The inputs used by the Association in estimating the level 3 beneficial interests in split-interest agreements and perpetual trusts include marked-to-market
adjustments, annuitant life expectancy, and future asset growth. Assumptions used by the Association due to the lack of observable inputs may significantly
affect the resulting fair value of the investments and beneficial interest in the split-interest agreements and beneficial trusts and, therefore, the Association’s
results of operations.
6.27 NOTE X: FAIR VALUE OF FINANCIAL INSTRUMENTS [portion of Accounting Policies note]
The Museum’s financial instruments include cash, interest, and dividends receivable; accounts receivable; investments; accounts payable; notes payable;
pension assets; and swap liabilities. The fair values of cash, interest, and dividends receivable and investments are based upon market quotes (see Note X). The
fair values of accounts receivable, accounts payable, notes payable, pension assets, and swap liabilities are estimated by management to approximate their
carrying values at December 31, 20X2 and 20X1.
6.28 NOTE X: SUBSEQUENT EVENT—CHANGE IN FAIR VALUE
Subsequent to June 30, 20X2, volatility experienced in the financial markets has resulted in a significant decline in the fair value of certain investments. As of
October 31, 20X2, the fair value of the investment portfolio declined by approximately $11,737,000 from June 30, 20X2.

ENDOWMENTS AND INVESTMENT PAYOUT, INCLUDING THE TOTAL RETURN CONCEPT
6.29 Paragraphs 13–35 of FASB ASC 958-205-45 describe the presentation of endowment funds in the financial statements. See also paragraph 4.98 of the
guide.
6.30 NOTE X: ENDOWMENT COMPOSITION
Interpretation of relevant law. The Uniform Prudent Management of Institutional Funds Act (UPMIFA) was adopted by [State] in 2010. The Organization
interprets UPMIFA as requiring the preservation of the fair value of the original gift as of the gift date of the donor-restricted endowment funds absent explicit
donor stipulations to the contrary. As a result of this interpretation, the Organization classifies as permanently restricted net assets (a) the original value of gifts
donated to the permanent endowment, (b) the original value of subsequent gifts to the permanent endowment, and (c) accumulations to the permanent
endowment made in accordance with the direction of the applicable donor gift instrument at the time the accumulation is added to the fund. The remaining
portion of the donor-restricted endowment fund that is not classified in permanently restricted net assets is classified as temporarily restricted net assets until
those amounts are appropriated for expenditure by the Organization in a manner consistent with the standard of prudence prescribed by UPMIFA.
In accordance with UPMIFA, the Organization considers the following factors in making a determination to appropriate or accumulate donor-restricted
endowment funds:
• The duration and preservation of the fund
• The purposes of the donor-restricted endowment fund
• General economic conditions
• The possible effect of inflation and deflation
• The expected total return from income and the appreciation of investments
• Other resources of the Organization
• The investment policies of the Organization
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Appropriation of endowment assets. The [Organization] has a spending formula agreement with the [Foundation] whereby [Organization] receives investment
income from unrestricted and restricted endowments held by the Foundation on behalf of the General Assembly for mission use.
Starting with 20X2, spending is 90 percent of the prior year’s spending amount in dollar terms. This adjusted policy will continue until the standard spending
formula (5 percent of the 5-year average asset value, calculated using an 18 month lag) results in a spending amount that is less than 5 percent of the current
asset value, at which time the standard policy will again be used to determine the spending level. It is anticipated that payments will approximate the
estimated sustainable rates of total return (income and capital appreciation) after inflation. The spending formula will be monitored to determine the effects of
changing return and inflation expectations on the preservation of purchasing power and the generation of appropriate levels of spendable income.
Investment policies. The Trustees of the Foundation are charged with the responsibility of managing the endowment assets of the [Organization]. The overall
goal in management of these funds is to generate a long-term total rate of return that provides sustainable distributions to support the mission within
reasonable levels of risk.
The Trustees adhere to modern portfolio theory, which has as its basis risk reduction through diversification. Diversification is obtained through the use of
multiple asset classes as well as multiple investments within these asset classes. Asset classes that may be used include (but are not limited to) domestic and
international stocks and bonds, hedge funds, private equity (venture capital and corporate finance), and real property (real estate, minerals, and timber). The
investment strategy is implemented through the selection of external advisers and managers with expertise and successful histories in the management of
specific asset classes.
The Trustees believe their role is one of setting and reviewing policy and retaining, monitoring, and evaluating advisers and investment managers. It is the
Trustees’ desire to find ways to invest these funds in accordance with the social witness principles of the [Organization]. The Trustees will review the investment
policy statement at least annually.
The primary financial objectives of the investment funds (Fund) are to (a) provide a stream of relatively stable and constant earnings in support of annual
budgetary needs and (b) preserve and enhance the real (inflation-adjusted) purchasing power of the Fund.
The long-term investment objective of the Fund is to attain a real total annualized return of at least 5 percent. The calculation of real total return includes all
realized and unrealized capital changes plus all interest, rent, dividend, and other income earned by the portfolio, adjusted for inflation, during a year, net of
investment expenses, on average, over a 5–7 year period. Secondary objectives are to (a) outperform the Fund’s custom benchmark, a weighted average return
based on the target asset allocation and index returns, and (b) outperform the median return of a pool of endowment funds with broadly similar investment
objectives and policies. The Fund’s objective is to attain estimated nominal compound return of 7.8 percent with a standard deviation of 10.9 percent of the
current portfolio.
Endowment net asset composition as of December 31, 20X2:
Donor-restricted endowment funds
Other restricted funds
Board-designated funds
Total endowment net assets
Net assets other than endowment
Total net assets

Unrestricted
$ (9,679,082)
—
39,756,085
30,077,003
25,600,825
$55,677,828

Temporarily
Restricted
$147,950,877
—
—
147,950,877
39,957,449
$187,908,326

Permanently
Restricted
$186,320,253
71,446,573
—
257,766,826
—
$257,766,826

Total
$324,592,048
71,446,573
39,756,085
435,794,706
65,558,274
$501,352,980

Temporarily
Restricted
$115,905,219
2,515,840
2,660,336
38,381,282
—
(11,511,800)
$147,950,877

Permanently
Restricted
$254,533,576
576,039
311,001
(130,947)
—
2,477,157
$257,766,826

Total
$400,179,907
4,232,207
16,083,847
62,071,647
(32,193,620)
(14,579,282)
$435,794,706

Changes in endowment net assets for the years ended December 31, 20X2:
Beginning balance, January 1, 20X2
Additions
Income earned
Transfers and adjustments
Withdrawals
Realized/unrealized gains and losses
Ending balance, December 31, 20X2

Unrestricted
$ 29,741,112
1,140,328
13,112,510
23,821,312
(32,193,620)
(5,544,639)
$ 30,077,003

Funds with deficiencies. From time to time, the fair value of assets associated with individual donor restricted endowment funds may fall below the level the
donor requires [Organization] to retain as a fund of perpetual duration. Deficiencies of this nature that are reported in unrestricted and designated net assets
were $9,679,082 as of December 31, 20X2.
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6.31 NOTE X: ENDOWMENT
The [Entity’s] endowment funds consist of (a) unrestricted funds functioning as endowment through designation by the Board and (b) donor-restricted
endowment funds. The earnings of the [Entity’s] endowment funds support education and conservation programs and the mission of the [Entity]. Net assets
associated with endowment funds, including unrestricted funds functioning as endowment, are classified and reported based on the existence or absence of
donor-imposed restrictions.
Effective January 1, 20Y9, the state of [State] adopted the Uniform Prudent Management of Institutional Funds Act (UPMIFA), which governs the management
and use of donor-restricted endowment funds held by charitable institutions in the state of [State]. Accounting principles generally accepted in the United
States provide guidance on the net asset classification of donor-restricted endowment funds for a not-for-profit organization that is subject to an enacted
version of UPMIFA and also improve disclosures about an organization’s endowment funds (both donor-restricted and funds functioning as endowment).
Consistent with UPMIFA and Board policy, the [Entity] classifies as permanently restricted net assets the original value of gifts (including subsequent gifts) of
donor-restricted endowments and, if applicable, accumulations of donor-restricted endowments as required by the donor. Accumulated earnings of
donor-restricted endowments are classified as temporarily restricted net assets until distributed in accordance with UPMIFA and Board policy.
As of December 31, 20X2, the [Entity’s] endowment net asset composition by type of fund was as follows:
Funds functioning as endowment
Donor-restricted endowment funds
Total endowment funds

Funds Functioning
as Endowment
$62,886,000
—
$62,886,000

Temporarily
Restricted
$
—
1,071,000
$1,071,000

Permanently
Restricted
$
—
14,321,000
$14,321,000

Total
$62,886,000
15,392,000
$78,278,000

Permanently
Restricted
$
—
13,136,000
$13,136,000

Total
$62,284,000
15,151,000
$77,435,000

As of December 31, 20X1, the [Entity’s] endowment net asset composition by type of fund was as follows:
Funds functioning as endowment
Donor-restricted endowment funds
Total endowment funds

Funds Functioning
as Endowment
$62,284,000
—
$62,284,000

Temporarily
Restricted
$
—
2,015,000
$2,015,000

During 20X2, the [Entity’s] endowment net assets changed as follows:
Endowment net assets, beginning of year
Investment return
Investment income
Net realized and unrealized (losses) gains on investments
Total investment return
Contributions
Endowment distribution
Other changes:
Net assets redesignated
Change in value of annuity
Adjustment to pledge receivable
Endowment net assets, end of year

Funds Functioning
as Endowment
$62,284,000

Temporarily
Restricted
$2,015,000

Permanently
Restricted
$13,136,000

Total
$77,435,000

—
—
—
602,000
(2,511,000)

203,000
(671,000)
(468,000)
—
(476,000)

—
—
—
1,202,000
—

203,000
(671,000)
(468,000)
1,804,000
(2,987,000)

2,511,000
—
—
$62,886,000

—
—
—
$1,071,000

—
(15,000)
(2,000)
$14,321,000

2,511,000
(15,000)
(2,000)
$78,278,000

Funds Functioning
as Endowment
$61,272,000

Temporarily
Restricted
$ 975,000

Permanently
Restricted
$13,082,000

Total
$75,329,000

—
—
—
1,012,000
(2,337,000)

173,000
1,330,000
1,503,000
—
(463,000)

—
—
—
6,000
—

173,000
1,330,000
1,503,000
1,018,000
(2,800,000)

2,337,000
—
—
$62,284,000

—
—
—
$2,015,000

—
9,000
39,000
$13,136,000

2,337,000
9,000
39,000
$77,435,000

During 20X1, the [Entity’s] endowment net assets changed as follows:
Endowment net assets, beginning of year
Investment return
Investment income
Net realized and unrealized (losses)gains on investments
Total investment return
Contributions
Endowment distribution
Other changes:
Net assets redesignated
Change in value of annuity
Adjustment to pledge receivable
Endowment net assets, end of year
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Permanently restricted net assets consist of the following as of December 31:
20X2
Composition of Permanently Restricted Net Assets:
Cash
Pledges receivable
Beneficial interest in split-interest agreements
Investments
Property, equipment, and exhibits
Gift annuity payment liability
Permanently restricted net assets

20X1

$ 620,000
409,000
233,000
12,577,000
655,000
(173,000)
$14,321,000

$

—
1,272,000
254,000
11,134,000
655,000
(179,000)
$13,136,000

These balances represent the portion of perpetual endowment funds that is required to be retained permanently by donor stipulation or law. From time to time,
the fair value of assets associated with individual funds of donor-restricted endowment may fall below the level required to be retained as funds of perpetual
duration. If deficits exist, they are classified in unrestricted net assets. The [Entity] does not authorize spending from such funds.
The Board has adopted an investment policy which governs the management and oversight of the [Entity’s] endowment funds and other investments
(portfolio). The policy sets forth the objectives for the portfolio, the strategies to achieve the objectives, procedures for monitoring and control, and the
delineation of duties for those responsible for the [Entity’s] investments. The Finance Committee of the Board is responsible for implementation of the
investment policy. The policy is intended to allow for sufficient flexibility in the management oversight process to capture investment opportunities as they may
occur, while setting forth reasonable risk control parameters to ensure prudence and care in the execution of the investment program. Investment assets are
managed on a total return basis, with emphasis on both preservation of capital and acceptance of investment risk necessary to achieve favorable performance
on a risk-adjusted basis. The policy calls for risk management of the investment program to be informed by both the investment and operational risks to which
the portfolio is exposed, with an objective to minimize operational risks and require appropriate compensation for acceptable investment risks. Other objectives
are to (a) provide a total return that, over the long term, exceeds inflation and optimizes the investment return on fund assets corresponding to a level of risk
deemed appropriate by the Finance Committee; (b) outperform a policy portfolio benchmark return, after fees, at a comparable level of risk over five-year
rolling periods; and (c) diversify investments to reduce the impact of losses in single investments, industries, or asset classes.
The [Entity’s] Board determines the method to be used to appropriate endowment funds for expenditure. The [Entity’s] endowment spending policy is based on
a spending rate percentage applied to the three-year trailing average of the endowment’s market value. During 20X2 and 20X1, the policy spending rate
percentage was 4.25 percent of funds functioning as endowment and donor-restricted endowment. The investment portfolio return, net of investment fees, is
expected to be in excess of the policy spending rate over the long term. The annual endowment distribution amount is approved by the Board in conjunction
with its approval of the annual budget.
In accordance with Board policy the amount, if any, of net investment return on the funds functioning as endowment in excess of the related endowment
spending distribution in any calendar year is designated as funds functioning as endowment in the subsequent year. There were no such designations during
20X2 and 20X1.
6.32 NOTE X: ENDOWMENT
The Opera is subject to the State of [State’s] enacted version of the Uniform Prudent Management of Institutional Funds Act (UPMIFA). Net asset classification of
donor-restricted endowment funds for a nonprofit organization that is subject to an enacted version of UPMIFA has been accounted for appropriately in these
financial statements. Additionally, accounting standards require disclosures about an organization’s endowment funds (both donor-restricted endowment
funds and board-designated endowment funds) whether or not the organization is subject to UPMIFA. These disclosures have been included for the year ending
July 31, 20X2.
The Board of the Opera has interpreted [State’s] enacted version of UPMIFA as requiring the preservation of the fair value of the original gift as of the gift date of
the donor-restricted endowment fund, absent explicit donor stipulations to the contrary. As a result of this interpretation, the Opera classifies as permanently
restricted net assets (a) the original value of gifts donated to the permanent endowment, (b) the original value of subsequent gifts donated to the permanent
endowment, and (c) additions to the permanent endowment in accordance with donor directions. The remaining portion of the donor-restricted endowment
fund that is not classified in permanently restricted net assets is classified as temporarily restricted net assets until those amounts are appropriated for
expenditure by the Association in a manner consistent with the standard of prudence prescribed by the enacted version of UPMIFA.
To achieve preservation of value, the Opera has adopted an investment policy that attempts to maximize total return consistent with an acceptable level of risk.
Endowment assets are invested in a well-diversified asset mix, which includes equity and debt securities, that is intended to result in a consistent
inflation-protected rate of return that has sufficient liquidity to make an annual distribution of 5 percent, while growing the funds if possible. Accordingly, the
Opera expects its endowment assets, over time, to produce an average rate of return of approximately 8 percent annually. Actual returns in any given year may
vary from this amount. Investment risk is measured in terms of the total endowment fund; investment assets and allocation between asset classes and
strategies are managed to not expose the fund to unacceptable levels of risk.
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SPENDING POLICY
In accordance with the State of [State’s] enacted version of UPMIFA, the Opera considers the following factors in making a determination to appropriate or
accumulate donor-restricted endowment funds:
1. The duration and preservation of the fund
2. The purposes of the Association and the endowment funds
3. General economic conditions
4. The possible effect of inflation and deflation
5. The expected total return from income and the appreciation of investments
6. Other resources of the Association
7. The investment policies of the Association
The Opera’s Board of Directors has established an investment return transfer policy whereby a 5 percent transfer is calculated by averaging the long-term
investment balance of the prior 13 quarter-ends through the calendar year-end immediately preceding the fiscal year in which the transfer occurs. In
establishing this policy, the Opera considered the long-term expected return on its endowment.
During the year ended July 31, 20X2, the Board authorized an additional transfer of $333,250 to offset endowment related expenses primarily for management
and investment activities. The Opera considered the UPMIFA 7 percent prudency test in calculating the total long-term investment transfer.
INVESTMENT POLICY, STRATEGIES, AND OBJECTIVES
The Opera has adopted investment and spending policies for endowment assets that attempts to maximize total return consistent with an acceptable level of
risk and provide a predictable stream of funding to programs supported by its endowment. Under this policy, as approved by the Board, the endowment assets
are invested in a manner that is intended to produce results that exceed the price and yield results of an appropriately weighted benchmark while assuming a
moderate level of investment risk.
To satisfy its long-term rate-of-return objectives, the Opera relies on a total return strategy in which investment returns are achieved through capital
appreciation and current yield. The Opera targets a diversified asset allocation that provides exposures to a wide range of asset classes to achieve its long-term
objectives within prudent risk constraints.
FUNDS WITH DEFICIENCIES
From time to time, the fair value of assets associated with individual donor-restricted endowment funds may fall below the level that the donor or UPMIFA
requires the Opera to retain as a fund of perpetual duration. In accordance with U.S. generally accepted accounting principles, deficiencies of this nature that are
reported in unrestricted net assets were $4,988,351 as of July 31, 20X2. These deficiencies result from unfavorable market fluctuations and continued
appropriation for certain programs that were deemed prudent by the Board.
Permanently restricted net assets are restricted to endowment investments and contributions. However, the earnings on these investments can be spent either
on general operations or specific programs, or they must be added to endowment principal, depending on donor restrictions.
As of July 31, 20X2, the endowment investments were restricted by donors to provide earnings as follows:
Restricted for operations
Restricted for opera house maintenance
Restricted for tickets for the underprivileged
Restricted for new productions
Restricted for [City] Opera Center
Restricted for student subscriptions
Restricted for principal artists
Restricted for education
Restricted for other program restrictions
Total permanently restricted net assets
Endowment planned giving
Total permanently restricted net assets

$ 98,620,414
2,000,000
2,000,000
16,059,036
14,500,386
3,333,152
2,099,240
1,499,464
500,320
140,612,012
123,972
$140,735,984

The Opera’s endowment consists of approximately nine individual funds established for a variety of purposes. The endowment includes both donor-restricted
endowment funds and funds designated by the Board to function as endowments. Net assets associated with endowment funds, including funds designated by
the Board to function as endowments, are classified and reported based on the existence or absence of donor-imposed restrictions.
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Endowment net asset composition by type of fund as of July 31, 20X2, is as follows:
Donor-restricted endowment funds
Board-designated endowment funds
Total funds

Temporarily
Restricted
$12,820,608
—
$12,820,608

Unrestricted
$(4,988,351)
5,736,930
$ 748,579

Permanently
Restricted
$140,735,984
—
$140,735,984

Total Net
Endowment Assets
$148,568,241
5,736,930
$154,305,171

The following represents the changes in endowment net assets for the year ended July 31, 20X2:
Endowment net assets, beginning of year
Contributions
Reclassification of endowment funds
Investment return:
Investment income
Net appreciation (depreciation)
Total investment return
[Project] deposit designated
Transfers to create board-designated endowment
Amounts appropriated for expenditure
Transfer to operations
Endowment net assets, end of year

Unrestricted
$(1,338,470)
5,473,116
—

Temporarily
Restricted
$17,701,721
—
—

Permanently
Restricted
$140,863,300
(348,187)
102,579

Total Net
Endowment Assets
$157,226,551
5,124,929
102,579

26,387
(2,259,610)
(2,233,223)
500,100
474,985
(127,929)
(2,000,000)
$ 748,579

1,049,963
(88,731)
961,232
—
—
(5,842,345)
—
$12,820,608

—
118,292
118,292
—
—
—
—
$140,735,984

1,076,350
(2,230,049)
(1,153,699)
500,100
474,985
(5,970,274)
(2,000,000)
$154,305,171

6.33 NOTE X: COMPONENTS OF NET ASSETS AND ENDOWMENT
The following table presents the three categories of net assets by purpose as of June 30, 20X2. The amounts listed in the unrestricted column under endowment
funds are those gifts and other funds received over the years that the University designated as funds functioning as endowment and invested with the
endowment funds. A large component of temporarily restricted net assets is pledges, the majority of which will be reclassified to unrestricted net assets when
cash is received.
Fund Category
Endowment funds principal
General purpose
Departments and research
Library
Salaries and wages
Graduate general
Graduate departments
Undergraduate
Prizes
Miscellaneous
Investment income held for distribution
Endowment funds before pledges
Pledges
Total endowment funds
Other invested funds
Student loan funds
Building funds
Designated purposes:
Departments and research
Other purposes
Reserve funds
Real estate gifts held for sale
Life income funds
Pledges
Other funds available for current expenses
Funds expended for educational plant
Total other funds
Noncontrolling interests
Total net assets at fair value

Unrestricted

Temporarily
Restricted

20X2
Permanently
Restricted

Total

20X1 Total

$ 694,038
450,182
9,320
424,697
59,528
79,647
169,416
6,578
818,741
291,056
3,003,203
—
3,003,203

$ 814,080
729,251
16,539
1,932,018
98,188
236,635
805,293
20,682
133,326
—
4,786,012
—
4,786,012

$ 462,659
448,136
7,876
622,543
83,660
192,477
315,873
18,015
209,110
—
2,360,349
158,710
2,519,059

$ 1,970,777
1,627,569
33,735
2,979,258
241,376
508,759
1,290,582
45,275
1,161,177
291,056
10,149,564
158,710
10,308,274

$ 1,913,280
1,532,928
32,845
2,869,660
231,063
483,447
1,261,609
43,108
1,061,146
283,542
9,712,628
140,946
9,853,574

21,419
60,772

—
18,014

16,683
—

38,102
78,786

36,632
96,236

270,541
113,768
151,335
1,592
5,688
—
375,049
581,149
1,581,313
304,436
$4,888,952

—
44,158
—
—
50,435
320,948
77,987
—
511,542
—
$5,297,554

—
—
—
—
77,096
—
—
—
93,779
—
$2,612,838

270,541
157,926
151,335
1,592
133,219
320,948
453,036
581,149
2,186,634
304,436
$12,799,344

280,162
89,883
123,903
6,261
130,183
282,019
648,039
558,798
2,252,116
282,041
$12,387,731

The University’s endowment consists of approximately 3,500 individual funds established for a variety of purposes and includes both donor-restricted
endowment funds and funds designated by the board of trustees to function as endowments. As required by generally accepted accounting principles, net
assets associated with endowment funds, including funds designated by the board of trustees to function as endowments, are classified and reported based on
the existence or absence of donor imposed restrictions.
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The board of trustees of the University has interpreted the [State] enacted version of the Uniform Prudent Management of Institutional Funds Act (UPMIFA) as
allowing the University to appropriate for expenditure or accumulate so much of an endowment fund as the University determines is prudent for the uses,
benefits, purposes, and duration for which the endowment fund is established, subject to the intent of the donor as expressed in the gift instrument. Unless
stated otherwise in the gift instrument, the assets in an endowment fund shall be donor-restricted assets until appropriated for expenditure by the board of
trustees. As a result of this interpretation, the University has not changed the way permanently restricted net assets are classified. See Note Y for further
information on net asset classification. The remaining portion of the donor-restricted endowment fund that is not classified in permanently restricted net assets
is classified as temporarily restricted net assets until those amounts are appropriated for expenditure in a manner consistent with the standard of prudence
prescribed by UPMIFA. In accordance with UPMIFA, the board of trustees considers the following factors in making a determination to appropriate or
accumulate endowment funds:
• The duration and preservation of the fund
• The purposes of the University and the endowment fund
• General economic conditions
• The possible effect of inflation and deflation
• The expected total return from income and the appreciation of investments
• Other resources of the University
• The investment policies of the University

Endowment Net Asset Composition by Type of Fund
Temporarily
Permanently
Restricted
Restricted

Unrestricted
Fiscal Year 20X2
Donor-restricted endowment funds
Board-designated endowment funds
Total endowment funds
Fiscal Year 20X1
Donor-restricted endowment funds
Board-designated endowment funds
Total endowment funds

Total

$

(3,444)
3,006,647
$3,003,203

$4,786,012
—
$4,786,012

$2,519,059
—
$2,519,059

$ 7,301,627
3,006,647
$10,308,274

$

$4,598,751
—
$4,598,751

$2,365,228
—
$2,365,228

$ 6,956,908
2,896,666
$ 9,853,574

(7,071)
2,896,666
$2,889,595

UNDERWATER ENDOWMENT FUNDS
From time to time, the fair value of assets associated with individual donor-restricted endowment funds may fall below the value of the initial and subsequent
donor gift amounts (underwater). When underwater endowment funds exist, they are classified as a reduction of unrestricted net assets. Total underwater
endowment funds reported in unrestricted net assets were $3.4 million and $7.1 million as of June 30, 20X2 and 20X1, respectively. The underwater status of
these funds resulted from unfavorable market fluctuations.
Unrestricted
Fiscal Year 20X2
Endowment net assets, June 30, 20X1
Investment return:
Investment income
Net depreciation (realized and unrealized)
Total investment return
Contributions
Appropriation of endowment assets for expenditure
Other changes:
Underwater gain adjustment and funds held for reinvestment
Net asset reclassifications and transfers to create board-designated endowment funds
Endowment net assets, June 30, 20X2
Fiscal Year 20X1
Endowment net assets, June 30, 20X0
Investment return:
Investment income
Net depreciation (realized and unrealized)
Total investment return
Contributions
Appropriation of endowment assets for expenditure
Other changes:
Underwater gain adjustment and funds held for reinvestment
Net asset reclassifications and transfers to create board-designated endowment funds
Endowment net assets, June 30, 20X1
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Changes in Endowment Net Assets
Temporarily
Permanently
Restricted
Restricted

Total

$2,889,595

$4,598,751

$2,365,228

$ 9,853,574

20,170
201,806
221,976
—
(142,780)

37,982
447,240
485,222
—
(312,757)

19,921
15,200
35,121
115,592
(13,067)

78,073
664,246
742,319
115,592
(468,604)

3,627
30,785
$3,003,203

(3,627)
18,423
$4,786,012

—
16,185
$2,519,059

—
65,393
$10,308,274

$2,498,428

$3,945,500

$2,019,530

$ 8,463,458

24,744
423,568
448,312
—
(134,428)

47,678
906,844
954,522
—
(300,831)

17,057
11,961
29,018
313,644
(9,5777)

89,479
1,342,373
1,431,852
313,644
(444,836)

22,035
55,248
$2,889,595

(22,035)
21,595
$4,598,751

—
12,613
$2,365,228

—
89,456
$ 9,853,574
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INVESTMENT AND SPENDING POLICIES
The University maintains its investments primarily in two investment pools: Pool A, principally for endowment and funds functioning as endowment, and Pool
C, principally for investment of current funds of the University’s schools and departments and the University’s operating funds. Pool A operates as a mutual fund
with units purchased and redeemed based on the previous month’s unit market value of Pool A. The total market value of Pool A was $10,970.0 million at June
30, 20X2, and $10,041.1 million in 20X1. Pool A includes certain operating and life income funds totaling $1,246.5 million at June 30, 20X2, and $745.5 million
at June 30, 20X1. Certain assets are also maintained in separately invested funds. Separately invested funds totaled $426.3 million as of June 30, 20X2, and
$424.4 million as of June 30, 20X1.
The University has adopted endowment investment and spending policies designed to provide a predictable stream of funding to programs supported by its
endowment, while maintaining the purchasing power of endowment assets. An additional investment goal is to maximize return relative to appropriate risk
such that performance exceeds appropriate benchmark returns at the total pool, asset class, and individual manager levels. To achieve its long-term rate of
return objectives, the University relies on a total return strategy in which investment returns are realized through both capital appreciation (realized and
unrealized gains) and current yield (interest and dividends). The University targets a diversified asset allocation that places greater emphasis on equity-based
investments to achieve its long-term objectives within prudent risk constraints.
The board of trustees votes to distribute funds for operational support from general investments. In accordance with the University’s spending policy, these
distributions are funded from both investment income and market appreciation. The distribution rates were $58.73 and $56.75 per Pool A unit as of June 30,
20X2 and 20X1, respectively. In 20X2, the amount distributed for spending from Pool A and Pool C totaled $554.3 million, compared to $513.6 million
distributed in the prior year. During 20X2, distributions from separately invested funds were $13.1 million, compared to $10.5 million in 20X1. The income
earned in Pool C, or currently invested funds, was fully distributed. In addition to the aforementioned distributions, there was also a special distribution of $17.7
million and $10.8 million from gains in Pool C in 20X2 and 20X1, respectively.
6.34 NOTE X: ENDOWMENT [portion of a larger note]
The Trust and Foundation have adopted investment and spending policies for its assets held as funds functioning as endowments that seek to provide a total
return that will allow the Trust and Foundation to provide a predictable stream of resources for current operations, while maintaining the purchasing power of
the assets. To achieve this investment objective, the Trust and Foundation have adopted a long-term strategy that invests in cash and short-term investment
funds, fixed-income securities (domestic and international), domestic equities, international equities, hedge funds, absolute return funds, and other assets.
Diversification by asset class, investment style, investment manager, and so on is employed to avoid undue risk concentration and as a means to enhance total
return. The primary performance objective is to achieve an annualized total rate of return, net of investment fees, that is equal to or greater than 6 percent plus
inflation over long periods of time.
In line with the total return policy, the Trust and Foundation have adopted a spending policy to distribute annually an amount in the form of an investment
payout equal to 5.5 percent of a moving 12-quarter average of the fair value of the funds functioning as endowments. The payout percentage is reviewed
annually by the board of directors and was 5.5 percent for the fiscal years ended September 30, 20X2 and 20X1. Effective fiscal year 2013, the Trust will adopt a
long-term spending rate of 4.5 percent (reduced from 5.5 percent) of a moving 12-quarter average of the fair value of the funds functioning as endowments. In
conjunction with this change, the Trust will also adopt a short-term transitional spending policy of constant-based spending (based on spending levels during
fiscal year 20X2 with a spending collar of no less than 4 percent and no more than 6 percent of the asset value). The constant-based spending model will be
used until the Trust is able to achieve the long-term goals of 4.5 percent. The constant-based spending methodology will be reviewed on an annual basis.
All funds of the Trust and Foundation, exclusive of donor-advised funds that are not managed similar to endowment funds and funds that are prohibited
because of the gift instrument, are subject to the spending policy.
If investment income received is not sufficient to support the total return objective, the balance is provided from accumulated capital gains. If income received is
in excess of the objective, the balance is reinvested in the endowment.
6.35 NOTE X: TOTAL-RETURN METHOD [portion of a larger note]
To satisfy its long-term rate-of-return objectives, the Museum relies on a total return strategy in which investment returns are achieved through both capital
appreciation (realized and unrealized) and current yield (interest and dividends). The Museum targets a diversified asset allocation that places a greater
emphasis on equity-based and alternative investments to achieve its long-term objective within prudent risk constraints.
The Museum uses the spending rule concept in making distributions from its investments. In doing so, the Museum takes into account the distributions from the
charitable perpetual trusts. The amount of investment income used by the Museum for its operations and purchases of art is calculated using a spending rate of
between 4.5 percent and 5.5 percent of the market value of the investments for the prior 20-quarter average ended March 31, 20X1, for the fiscal year ended
June 30, 20X2, and March 31, 20X0, for the fiscal year ended June 30, 20X1, as adjusted (subject to certain limitations) for inflation and additional contributions.
For fiscal 20X2 and 20X1, the calculations resulted in an annual spending rate of approximately 5 percent. Investment returns in excess of (less than) amounts
designated for current operations are classified as other changes in net assets in the statements of activities. Accordingly, over the long-term the Museum
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expects the current spending policy to allow its endowment to grow at an average of 1.5 percent to 2.5 percent annually. This is consistent with the Museum’s
objective to maintain the purchasing power of the endowment assets held in perpetuity.
6.36 NOTE X: RELATIONSHIP OF SPENDING POLICY TO INVESTMENT OBJECTIVES [portion of a larger note]
The Institute’s Investment and Executive Committees (the Committees) determine the method to be used to appropriate endowment funds for expenditure. The
appropriation amounts are determined as of the end of the year, prior to when it becomes available for expenditure, and is equal to the spendable amount or
additional amounts as approved by the Executive Committee during the year. Net assets released as a result of appropriations of endowment funds are shown as
operating or nonoperating dependent upon the nature of the appropriation.
Prior to 20X2, the Institute’s fiscal year spending policy was based on the average of assets over 12 quarter periods ending the previous December 31. The
spendable amount for the year ended June 30, 20X1, was equal to 5.0 percent of the average market value of assets over 12 quarter periods ending December
31, 20Y9. Additions to principal were factored in on a weighted-average basis through June 30, 20X1.
In 20X2, the Institute changed its spendable endowment payout formula to a controlled growth distribution formula to better support management’s dual
goals of maintaining purchasing power and producing a predictable stream of income to the operating budget. After considering among other factors the
standard of prudence prescribed by UPMIFA, the Institute’s Board set the fiscal year 20X2 spendable amount equal to the fiscal year 20X1 amount. For fiscal
years subsequent to 20X2, the spendable payout is expected to be the higher of (a) the prior year’s endowment payout increased by 2.5 percent or (b) the prior
year’s endowment payout increased by the growth in the consumer’s price index. Additions to principal during any fiscal period will increase the spendable
payout by the same unit payout basis used for existing endowment funds adjusted for when the additions are received during the fiscal year. Endowment
spendable amounts will be reassessed by the Executive Committee of the Board of Trustees every three years or more frequently as conditions warrant.
Prior-year accumulated capital gains are utilized to the extent necessary to meet the annual spendable objective. Depending upon market conditions and the
needs and available resources of the Institute, appropriations for expenditure from individual endowments may be temporarily suspended to facilitate
preservation of the endowment or in excess of the spending policy as deemed prudent by the Committees. The change in policy noted above had no material
impact on the consolidated financial statements.
6.37 NOTE X: LEGACIES, BEQUESTS, AND BENEFICIAL INTERESTS IN TRUSTS
The Foundation is a beneficiary under various wills, the total realizable value of which is not presently determinable. Such amounts are recorded as
contributions when clear title is established and the proceeds are clearly measurable. In the absence of donor-imposed conditions, the Foundation recognizes its
beneficial interest in a trust as a contribution in the period in which it receives notice that the trust agreement conveys an unconditional right to receive benefits.
The Foundation is also the income beneficiary under various charitable term and perpetual trusts, the corpus of which is not controlled by the management of
the Foundation. Although the Foundation has no control over the administration or investment of the funds held in the charitable term trusts, in accordance
with generally accepted accounting principles, the current fair value of the beneficial interest in various charitable term trusts is recognized as an asset in the
accompanying consolidated financial statements.
The beneficial interest in various charitable term trusts at September 30, 20X2 and 20X1, is reflected in the accompanying consolidated financial statements as
$289,178,043 and $286,797,103, respectively. During 20X2 and 20X1, the beneficial interest in various term trusts increased by $24,717,806 and $5,241,631,
respectively.
In determining the fair value of the beneficial interest in the various charitable term trusts, the assumed discount rates used in the present value calculations
ranged from 2.82 percent to 10.26 percent and from 2.90 percent to 10.00 percent at September 30, 20X2 and 20X1, respectively, and the average discount rate
was 9.97 percent and 9.63 percent at September 30, 20X2 and 20X1, respectively. Assumed investment returns for the various charitable term trusts that
provide payouts based upon the fair value of assets over the life of the trusts range from 9.91 percent to 10.26 percent and from 8.59 percent to 10.00 percent at
September 30, 20X2 and 20X1, respectively. The fair value of these computations resulted in estimated present values of $289,178,043 and $286,797,103 at
September 30, 20X2 and 20X1, respectively. The value reflected on the consolidated statements of financial position at September 30, 20X2 and 20X1, is the
lower of the expected future cash flows or the current fair value of the underlying assets.
The Foundation received distributions from various term trusts of $22,346,866 and $22,735,383 in 20X2 and 20X1, respectively.
In addition to the charitable term trusts noted above, the Foundation is also the beneficiary of several charitable perpetual trusts. The beneficial interest in the
charitable perpetual trusts is reflected in the consolidated financial statements at the fair value of the underlying assets. The beneficial interest in charitable
perpetual trusts at September 30, 20X2 and 20X1, was $37,139,850 and $34,430,679, respectively. The Foundation received distributions from various
charitable perpetual trusts of $1,256,123 and $1,053,118 in 20X2 and 20X1, respectively.
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Contributions Receivable
6.38 Many entities use the term pledges to describe this balance sheet item. The FASB ASC glossary refers to them as promises to give. Use of the word pledge in
the sample notes refers to the gift itself, not the related financial statement amounts. See also the comment about grants versus contributions under
“Liabilities” in this section.
6.39 See also paragraphs 5.89 and 5.222 of the guide. (Paragraph 5.222 of the guide is reprinted in the appendix.)
6.40 See FASB ASC 958-605-30-5 for a discussion of the determination of the discount rate if present value techniques are used to measure fair value. The rates
stated in the sample notes should not be assumed to be the appropriate rate to use at any particular future time. See also paragraphs 5.183–.186 of the guide.
6.41 NOTE X: CONTRIBUTIONS RECEIVABLE
Contributions receivable are summarized as follows at June 30:
Unconditional promises expected to be collected in:
Less than one year
One year to five years
More than five years
Less:
Unamortized discounts
Allowances for uncollectible amounts

20X2

20X1

$ 83,664
103,698
93,658
281,020

$ 82,931
128,315
108,768
320,014

62,311
26,984
89,295
$191,725

75,700
29,554
105,254
$214,760

Contributions receivable are discounted at rates ranging from 0.51 percent to 6.91 percent and 0.62 percent to 6.91 percent at June 30, 20X2 and 20X1,
respectively. Activity within allowances for uncollectible amounts was insignificant during the years ended June 30, 20X2 and 20X1.
Contributions receivable, net, are summarized by net asset classification as follows at June 30:
Temporarily restricted for:
Operating purposes
Investment in land, buildings, and equipment
Funds functioning as endowment
Total temporarily restricted
Permanently restricted for endowment

20X2

20X1

$ 41,815
35,177
8,499
85,491
106,234
$191,725

$ 38,228
52,787
5,301
96,316
118,444
$214,760

As of June 30, 20X2, the University had received documented conditional pledges of $43,100, which are not reflected in the accompanying consolidated
financial statements. Conditional promises to give are recognized when the conditions on which they depend are substantially met.
6.42 NOTE X: CONDITIONAL PLEDGES
In May 20X0, the Museum signed a grant and pledge agreement that is designed to provide funds to the Museum through matching contributions. The
maximum amount of the contributions can be up to $25,000,000 and are paid when the Museum achieves certain conditions related to the downtown building
project. The donor of this conditional pledge has agreed to match, on a one-to-one basis, the amount of matching contributions received by the Museum in
connection with the downtown building project. The contributions eligible for the match are gifts made for either the acquisition of the land for the downtown
building project, the construction of a new museum building at that location, or for certain contributions received for the endowment of the new building.
6.43 NOTE X: CONTRIBUTIONS RECEIVABLE
Unconditional promises to contribute to the Institute are recorded as contributions receivable at fair value based upon discounted estimated future cash flows,
net of the allowance for uncollectible accounts. The discount rates for fiscal year 20X2 ranged from 0.2 percent to 1.6 percent and for fiscal year 20X1 ranged
from 0.9 percent to 3.7 percent. Contributions receivable are expected to be realized as follows (in thousands):
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Collectible During the Following Periods:
Year one
Year two
Year three
Year four
Year five and thereafter
Gross contributions receivable
Fair value adjustment
Allowance for uncollectible contributions
Net contributions receivable

20X2

20X1

$20,398
8,677
5,933
5,679
9,985
50,672
(797)
(1,306)
$48,569

$24,750
11,840
7,508
5,218
14,378
63,694
(3,504)
(1,783)
$58,407

The Institute’s unconditional promises to contribute recorded at fair value have been categorized based upon a fair value hierarchy in accordance with Financial
Accounting Standards Board Accounting Standards Codification 820, Fair Value Measurement. All valuations are classified as level 2 within the fair value hierarchy
based on market valuation techniques. The Institute took into account historical and projected cash flow rates. The preceding method described may produce a
fair value calculation that may not be indicative of net realizable value or reflective of future fair values.
6.44 NOTE X: UNCONDITIONAL PROMISES TO GIVE
As of June 30, 20X2 and 20X1, the Association has received unconditional promises to give, consisting primarily of pledges and split-interest agreements as
follows (in thousands):
20X2
$102,375
54,579
105,701
262,655
(6,623)
(40,622)
$215,410

Less than one year
One to five years
More than five years
Subtotal
Allowance for uncollectible accounts
Discount
Total

20X1
$ 97,295
42,896
139,157
279,348
(6,857)
(65,808)
$206,683

The Association maintains an allowance for doubtful accounts for estimated credit losses resulting from collection risks, including the inability of donors to
make required payments under contractual agreements. The allowance for doubtful accounts is reported as a reduction of accounts receivable in the
consolidated balance sheets. The adequacy of this allowance is determined by evaluating historical delinquency and write-off trends, specific known collection
risks, and historical payment trends, as well as current economic conditions.
6.45 NOTE X: CONTRIBUTIONS RECEIVABLE
Unconditional promises are included in the financial statements as contributions receivable and revenue of the appropriate net asset category. Contributions are
recorded after discounting at 6.0 percent to the present value of the future cash flows.
Management expects unconditional promises to be realized in the following periods (in thousands) at June 30, 20X2 and 20X1:
In one year or less
Between one year and five years
More than five years
Less: discounts of $9,037 and $9,037 and allowances for
uncollectible pledges of $29,515 and $27,997
Total

20X2
$ 33,815
44,418
14,948
93,181

20X1
$ 35,790
42,543
16,737
95,070

(38,552)
$ 54,629

(37,034)
$ 58,036

Management follows a similar approach as described in Note X for accounts receivable in evaluating the adequacy of the allowance for contributions receivable.
Management considers the allowance for uncollectible pledges to be prudent and reasonable. Furthermore, the University’s allowance is general in nature and
is available to absorb losses from any contributions receivable category. Management believes that the allowances for uncollectible pledges at June 30, 20X2
and 20X1, are adequate to absorb any uncollectible pledges as of those dates.
Contributions receivable at June 30, 20X2 and 20X1, have restrictions applicable to the following (in thousands):
20X2
$14,723
15,064
24,842
$54,629

Endowments for departmental programs and activities
Departmental programs and activities
Capital purposes
Total
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6.46 NOTE X: CONTRIBUTIONS RECEIVABLE
Contributions receivable, net, are summarized as follows as of June 30, 20X2 and 20X1 (in thousands):
Unconditional promises scheduled to be collected in:
Less than one year
One year to five years
Over five years
Less unamortized discount (interest ranging from 0.7% to 5.1%)
and allowances for uncollectible contributions

20X2

20X1

$ 73,598
184,428
7,429
265,455

$ 83,304
234,547
4,421
322,272

18,971
$246,484

26,860
$295,412

As of June 30, 20X2 and 20X1, 48 percent and 53 percent, respectively, of the gross contributions receivable were due from 10 donors. Approximately 40 percent
and 52 percent of contribution revenues for fiscal 20X2 and 20X1, respectively, were from 10 donors. As of June 30, 20X2, the University had also been informed
of bequest intentions and conditional promises to give aggregating in excess of $450,000,000, which have not been recognized as assets or revenues. If
received, these gifts will generally be restricted for specific purposes stipulated by the donors, primarily endowments for faculty support, scholarships, or
general operating support of a particular department or division of the University.
6.47 NOTE X: CONDITIONAL PROMISES TO GIVE
The Fund has grant agreements with several donors and foundations that are to provide funding over multiyear periods. Conditional future funding has not
been recognized as revenue in the financial statements. Conditional promises to give are as follows:
20X2
$4,050,000
—
$4,050,000

Conditional upon meeting program initiatives and milestones
Conditional upon approval of additional funding
Total

20X1
$12,000,000
500,000
$12,500,000

6.48 NOTE X: RECEIVABLES FROM SPLIT-INTEREST AGREEMENTS
Receivables from split interest agreements represent the Ballet’s irrevocable remainder interests in a pooled income fund and various trusts primarily held by
third-party trustees. The pooled income fund and trusts are stated at estimated fair value, which is measured as the present value of the estimated future
distributions expected to be received over the expected terms of the agreements. Trusts contributed by donors under charitable gift annuity agreements and
controlled by the Ballet are recognized at estimated fair value with a corresponding liability to beneficiaries of the annuity agreements. Such liability is
calculated as the present value of the estimated future cash flows to be distributed to the income beneficiaries over their expected lives. In determining the fair
value, the Ballet considers single or joint life expectancy from the 1983 Group Mortality Table and the RP-2000 Combined Healthy Mortality Table, the
estimated return on the invested assets during the expected term of the agreements, the contractual payment obligations under the agreements, and a
discount rate reflective of current market conditions.
6.49 NOTE X: DEFERRED GIFTS RECEIVABLE AND FUNDS HELD IN TRUST FOR OTHERS
The Organization has been named as the sole or participating beneficiary in several charitable remainder trusts and perpetual trusts held by third-party
trustees. A charitable remainder trust is an arrangement in which a donor establishes a trust with specified distributions to be made to a designated beneficiary
or beneficiaries over the trust’s term. The Organization will receive its share of the assets remaining upon the termination of the charitable remainder trust. A
perpetual trust held by a third party is an arrangement in which a donor establishes and funds a perpetual trust administered by a third party other than the
beneficiary or beneficiaries. Under the terms of the perpetual trust, the beneficiary or beneficiaries have the right to receive the income earned on the trust
assets in perpetuity, but never receive the assets held in the trust.
The Organization has recorded the estimated fair value of its interests in the trusts’ assets as either temporarily or permanently restricted net assets, in
accordance with the trusts’ terms.
The Organization is acting as an agent for funds held in trust for local councils associated with the pooled income fund and certain charitable remainder trusts.
These funds are distributed to the local councils in accordance with donors’ intentions.
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Other Receivables
6.50 NOTE X: RECEIVABLES
The major components of receivables, net of reserves for doubtful accounts of $12.0 million and $13.1 million as of June 30, 20X2 and 20X1, respectively, were
as follows (in thousands of dollars):
20X2
$ 66,902
37,114
27,167
23,286
13,450
12,807
46,675
$227,401

Federal sponsored support
Publications
Gift receipts
Executive education
Nonfederal sponsored support
Tuition and fees
Other
Total receivables, net

20X1
$ 63,557
31,113
7,402
22,978
13,108
12,670
48,403
$199,231

6.51 NOTE X: ACCOUNTS AND OTHER RECEIVABLES
Accounts receivable consist of the following at June 30, 20X2 and 20X1 (in thousands):
Student receivables, net of allowance for doubtful accounts of $9,375 and $8,700
U.S. government, state, and other contract receivables, net of allowances for doubtful accounts of $592 and $1,656
Patient and related receivables, net of allowances for discounts and doubtful accounts of $9,905 and $12,367
Investment and other receivables
Total

20X2
$ 5,137
49,599
9,092
3,958
$67,786

20X1
$ 9,063
44,727
10,371
11,423
$75,584

Management regularly assesses the adequacy of the allowance for doubtful accounts by performing ongoing evaluations of the various components of the
accounts receivable portfolio, including such factors as the differing economic risks associated with each category, the financial condition of specific borrowers,
the economic environment in which the borrowers operate, the level of delinquent accounts, and the past history of the various borrowers and the University.
Factors also considered by management when performing its assessment, in addition to general economic conditions and the other factors described above,
included, but were not limited to, a detailed review of the aging of the various receivables and a review of the default rate by receivables category in comparison
to prior years. The level of the allowance is adjusted based on the results of management’s analysis.
Considering the other factors already discussed herein, management considers the allowance for doubtful accounts losses to be prudent and reasonable.
Furthermore, the University’s allowance is general in nature and available to absorb losses from any receivables category. Management believes that the
allowances for doubtful accounts at June 30, 20X2 and 20X1, are adequate to absorb credit losses inherent in the portfolio as of those dates.
6.52 NOTE X: NOTES RECEIVABLE
Notes receivable at June 30, in thousands of dollars, include the following:
20X2
$ 44,700
33,609
54,774
133,083
(8,451)
$124,632

Institutional student loans
Federally sponsored student loans
Notes receivable
Less: Allowance for doubtful accounts

20X1
$39,305
32,205
2,580
74,090
(7,561)
$66,529

STUDENT LOANS
Institutional student loans include donor funds restricted for student loan purposes and University funds made available to meet demonstrated need in excess
of all other sources of student loan borrowings. Interest accrues at fixed rates upon loan disbursement. Federally sponsored student loans have mandated
interest rates and repayment terms subject to restrictions about their transfer and disposition.
Management regularly assesses the adequacy of the allowance for credit losses for student loans by performing ongoing evaluations of the student loan
portfolio, including such factors as the differing economic risks associated with each loan category, the financial condition of specific borrowers, the level of
delinquent loans, the value of any collateral, and, when applicable, the existence of any guarantees or indemnifications. Federally sponsored loans represent
amounts due from current and former students under certain federal loan programs. Loans disbursed under these programs are able to be assigned to the
federal government in certain nonrepayment situations. In these situations, the federal portion of the loan balance is guaranteed.
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Amounts received from the federal government to fund a portion of the federally sponsored student loans are ultimately refundable to the federal government
and have been reported as advances from federal government for student loans in the Consolidated Statement of Financial Position. The recorded value of
student loan instruments approximates fair value.
NOTES RECEIVABLE
The University and the [Hospital] have entered into an agreement during 20X2 under which the Hospital will pay the University $2.7 million a year over a
40-year term to reimburse the University for advances made in connection with the construction of Hospital facilities. The payment includes interest
determined based on the 5-year Treasury bill, plus 175 basis points.
6.53 NOTE X: STUDENT NOTES RECEIVABLE
Loans receivable are the result of loans to students of funds advanced to the College by the U.S. government under the Federal Perkins Loan Program (the
Program). Such funds are reloaned by the College after collection, but in the event that the College no longer participates in the Program, the amounts are
generally refundable to the federal government. The federal government’s portion of these student loans at June 30, 20X2 and 20X1, was $3,038,036 and
$3,020,403, respectively. Loans receivable under the Program are subject to significant restrictions. Accordingly, it is not practicable to determine the fair value
of such amounts. Loans receivable also includes employee loans with interest rates of 5 percent in the amount of $0 and $2,515 as of June 30, 20X2 and 20X1,
respectively.
The College records an allowance for doubtful accounts (credit losses) for the following loans receivable:
June 30, 20X2
Receivable Balance
$2,900,099
1,370,005
—
$4,270,104

Perkins loans
Other student loans
Other loans

June 30, 20X1
Related Allowance
$ (41,000)
(500,000)
—
$(541,000)

Receivable Balance
$3,103,541
1,276,598
2,515
$4,382,654

Related Allowance
$ (41,000)
(362,000)
—
$(403,000)

The College’s Perkins loan receivable represents the amounts due from current and former students under the Program. The loans disbursed under the Program
are able to be assigned to the federal government in certain nonpayment situations. In these situations, the federal portion of the loan balance is guaranteed.
Management performs ongoing reviews to assess the adequacy of the allowance for credit losses. This includes evaluating the student loan portfolio, including
economic risks associated with each loan category, the financial condition of specific borrowers, the economic environment in which borrowers operate, and the
level of delinquent loans. Also included in the evaluation is a detailed review of the aging of student loans and a review of the default rate by loan category in
comparison to prior years.
In accordance with the College’s policy, the loan allowance is adjusted at the end of each fiscal year based on a review of loan balances delinquent in excess of
120 days, currently in collections, or both.
Changes in the allowance for credit losses for the year ended June 30, 20X2, were as follows:
Beginning balances June 30, 20X1
Provisions for credit losses
Net charge-offs
Recoveries
Ending Balances June 30, 20X2

Perkins Loans
$(41,000)
—
—
—
$(41,000)

Other Student Loans
$(362,000)
(138,000)
—
—
$(500,000)

Management considers the allowance for credit losses at June 30, 20X2, to be prudent and reasonable.
6.54 NOTE X: FACULTY AND STAFF MORTGAGES
In a program to attract and retain excellent faculty and senior staff, the University provides home mortgage financing assistance, primarily in the form of
subordinated loans. Notes receivable amounting to $456.6 million and $462.5 million at August 31, 20X2 and 20X1, respectively, from University faculty and
staff are included in “faculty and staff mortgages and other loans receivable, net” in the Statements of Financial Position. These loans and mortgages are
collateralized by deeds of trust on properties concentrated in the region surrounding the University.
6.55 NOTE X: PROGRAM-RELATED INVESTMENTS
Notes receivable consist primarily of loans made to nonprofit entities as a means of assisting them in achieving charitable objectives, such as the preservation of
open space and the development of low-income housing. Interest rates on the notes receivable at December 31, 20X2, range from 7 percent to 10 percent.

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

6. Disclosures Related Primarily to the Statement of Financial Position

|

6.55

81

P1: KpB
ACPA277-06

aicpa-npo.cls

September 30, 2013

14:42

In accordance with Section 4944 of the Internal Revenue Code, the foundation is permitted to make investments that are related to its philanthropic programs.
These investments are anticipated to have a less than fair value return. In the year of the investment, the foundation receives a credit toward its mandatory
payout requirement. When the investment is recovered by the foundation, it is required to recognize a negative distribution.
6.56 NOTE X: MORTGAGES RECEIVABLE
Mortgage receivable balances represent the amount charged to the homeowners for [Entity] houses built and secured with real estate that are to be paid back
over a mutually established period of time. These mortgages are typically paid back on a monthly basis.
Generally, [Entity’s] mortgages are non-interest-bearing. Mortgages in the African countries are effectively discounted to reflect inflation rates and, at times, are
repaid based on prices of local commodities. In Asian countries, the mortgage receivable balances are discounted using a bank long-term lending rate in effect
at the date the mortgage is issued.

Inventory and Prepaid Expenses
6.57 Similar wording would be used for most types of inventory, including those of college bookstores, museum gift shops, and so on. Although NFPs may use
the last in, first out inventory method if they wish, in most cases, there is little incentive to do so because taxes are not normally a major concern, and the
bookkeeping involved is time-consuming.
6.58 NOTE X: INVENTORIES [portion of Significant Accounting Policies note]
Inventory consists of [Entity] products and campaign materials, as well as other promotional materials held for sale. Inventory is stated at the lower of cost or
market and valued using the weighted-average cost method. When inventory is determined to be excessive or obsolete, it is reduced by an allowance for
estimated excess or obsolete inventory.
[Entity] wrote off approximately $25,000 of obsolete inventory for each of the years ended 20X2 and 20X1 and had an allowance of $4,907 and $8,593 at
December 31, 20X2 and 20X1, respectively.
6.59 NOTE X: INVENTORY [portion of a larger note]
Inventories are stated at the lower of cost or market determined by the first-in, first-out method. Inventories consist of educational materials and branded
merchandise held for use in program services and sales to unrelated parties. Inventories are included in prepaid expenses and other assets in the accompanying
consolidated statements of financial position and totaled approximately $649,000 and $781,000 in 20X2 and 20X1, respectively.
6.60 NOTE X: INVENTORIES [portion of a larger note]
Inventories consist of food, medicines, other supplies, and literature. Inventory is stated at the lower of cost or market for items purchased and at the lower of
fair value as of the date of donation or market for items donated. Gifts-in-kind (GIK) medicines are valued at the lower of 70 percent of average wholesale Red
Book price if listed, or 70 percent of retail price if not Red Book listed or market. GIK inventory totaled $19,083,952 at year-end. Of this amount, $1,778,525 was
located at U.S. warehouses, $11,066,408 was in transit to foreign sites, and $6,239,019 was located at [Charity’s] foreign operational sites.
6.61 NOTE X: ADVERTISING [portion of a larger note]
Advertising expenses pertaining to merchandising activities, mostly attributable to the production and distribution of catalogs, amounted to $6 million and
$5.5 million in fiscal years 20X2 and 20X1, respectively. Other advertising expenses incurred primarily in support of special exhibitions, the permanent
collection, and concerts and lectures totaled $4 million and $3.2 million in fiscal years 20X2 and 20X1, respectively. All advertising is expensed as incurred.

Collections
6.62 See also the examples from chapter 7 of the guide in the appendix. The majority of museums do not capitalize their collections, but a significant minority
of museums do.
6.63 Some institutions capitalize some, but not all, collection items. Note that certain disclosures are required, even if collections are not capitalized.
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6.64 NOTE X: COLLECTIONS
The Museum’s collections comprise nearly two million works of art from ancient, medieval, and modern times, and from all areas of the world. They offer a
survey of considerable breadth of art from the ancient civilizations of Asia, Africa, South America, the Pacific Islands, Egypt, the Near East, and Greece and Rome
to the present time. The Museum’s collections include European paintings, medieval art and architecture, arms and armor, prints, photographs, drawings,
costumes, musical instruments, sculpture, textiles, and decorative arts from the Renaissance to the present time, as well as one of the foremost collections of
American art in the world. The Museum also maintains some of the most comprehensive art and architecture libraries in the United States. The collections are
maintained for public exhibition, education, and research in furtherance of public service, rather than for financial gain.
In conformity with accounting policies generally followed by art museums, the value of the Museum’s collections has been excluded from the Balance Sheet,
and gifts of art objects are excluded from revenue in the Statement of Activities. Purchases of art objects by the Museum are recorded as decreases in net assets
in the Statement of Activities. Pursuant to state law and Museum policy, proceeds from the sale of art and related insurance settlements are recorded as
temporarily restricted net assets for the acquisition of art.
6.65 NOTE X: COLLECTIONS
The Museum’s collections are made up of objects of historical, cultural, or scientific significance that are held for educational, research, scientific, and curatorial
purposes. Each of the items is cataloged, preserved, and cared for, and activities verifying its existence and assessing its condition are performed continuously.
The collections are subject to a policy that requires proceeds from sales of collection items to be deposited in the endowment, with earnings to be used to
acquire other items for collections or provide for the direct care of existing collections.
In accordance with the practice generally followed by museums, the value of objects in the collections is excluded from the financial statements; collections are
reflected in the accompanying financial statements at a nominal value of $1. Such collections have been acquired through purchases and contributions since the
Museum’s inception. Purchases of collection items are recorded as decreases in unrestricted net assets in the year in which the items are acquired or as decreases
in temporarily restricted net assets if the assets used to purchase the items are restricted by donors. Contributed collection items are not reflected in the
financial statements. Proceeds from deaccessioned items or insurance recoveries are reflected as increases in net assets.
During 20X2, the Museum sold collection items for $3,825,000. In accordance with Museum policy, the proceeds will be used for future collection acquisition.
There were no sales of collection items in 20X1.
6.66 NOTE X: COLLECTIONS
All contributions of works of art, historical treasures, and similar assets, whether held as part of a collection or for other purposes, have been recognized at their
estimated fair value at the date of receipt based upon appraisals or similar valuations. All such items, whether contributed or purchased, have been capitalized.
6.67 NOTE X: ANIMAL AND HORTICULTURAL COLLECTIONS
In accordance with customary practice among zoological organizations, animal and horticultural collections are recorded at the nominal amount of $1, as there
is no objective basis for establishing value. Additionally, animal and horticultural collections have numerous attributes, including species, age, sex, relationship
and value to other animals, endangered status, and breeding potential, whereby it is impracticable to assign value. Expenditures related to animal and
horticultural acquisitions are expensed in the period of acquisition.
In an ongoing commitment to enhance the worldwide reproduction and preservation of animals, the [Zoo] shares animals with other organizations. Consistent
with industry practice, the [Zoo] does not record any asset or liability for such sharing arrangements, as generally these arrangements are without monetary
consideration.
6.68 NOTE X: COLLECTIONS
The University’s collections, which were acquired through purchases and contributions since the University’s inception, are not recognized as assets on the
Consolidated Statements of Financial Position. Purchases of collection items are recorded as decreases in unrestricted net assets in the year in which the items
are acquired or as releases from temporarily restricted net assets if the assets used to purchase the items are restricted by donors. Proceeds from dispositions or
insurance recoveries are reflected as increases in the appropriate net asset classes.
The University’s collections are made up of artifacts of historical significance, scientific specimens, and art objects that are held for educational, research,
scientific, and curatorial purposes. Each of the items is cataloged, preserved, and cared for, and activities verifying their existence and assessing their condition
are performed regularly. The collections are subject to a policy that requires proceeds from dispositions to be used to acquire other items for collections.
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6.69 NOTE X: COLLECTIONS
The Museum has extensive collections of specimens and artifacts that constitute a record of life on Earth. These valuable, and sometimes irreplaceable,
collections have been acquired through field expeditions, contributions, and purchases since the Museum’s inception and represent one of the largest natural
history collections in the world. New collection areas include the Museum’s frozen tissue collection of DNA and tissue samples as well as large scientific
databases of genomic and astrophysical data. The collections provide a resource for scientists around the world and grow significantly each year.
In conformity with accounting policies generally followed by museums, the value of the Museum’s collections is not reflected in the Consolidated Statement of
Financial Position. The Museum’s collections policy requires that the proceeds from the sale of collection items be used for acquisitions to the collections. If the
assets used to purchase the collection items are from restricted funds, proceeds from the sale of those items are recorded as increases in temporarily restricted
net assets in that fund until an acquisition is made.
6.70 NOTE X: LIBRARY, ART, AND GARDEN COLLECTIONS
The collections, which were acquired through purchases and contributions since the entity’s inception, are not recognized as assets on the statement of financial
position. The collections are held for public education or research in furtherance of public service rather than financial gain.
Collections items are expensed when purchased. Contributed collections items are not reflected on the financial statements. The estimated fair value of
contributed collections items amounted to $14,319,815 and $6,881,361 for the years ended June 30, 20X2 and 20X1, respectively.
The entity continually reviews its collections and may deaccession or acquire additional items. Proceeds from deaccessioned items are classified as unrestricted,
except when donor restrictions apply. The collections are subject to a policy that requires proceeds from deaccessioned works to be used to acquire other items
for collections.

Fixed Assets
6.71 Although NFPs may use accelerated depreciation if they wish, very few do because taxes are not usually a concern.
6.72 See FASB ASC 958-360-35-3 for a discussion of when it may be appropriate to not depreciate certain assets.
6.73 NOTE X: LAND, BUILDINGS, AND EQUIPMENT
Land, buildings, and equipment are shown at cost when purchased or fair value as of the date of a gift when received as gifts, net of accumulated depreciation.
When expended, costs associated with the construction of new facilities are shown as construction in progress until such projects are completed. Depreciation is
computed on a straight-line basis over the estimated useful lives of 25–50 years for buildings, 3–25 years for equipment, and 4–6 years for software. Fully
depreciated assets were removed from the financial statements in the amount of $27.2 million and $37.5 million during 20X2 and 20X1, respectively.
Land, buildings, and equipment at June 30, 20X2 and 20X1, are shown in the following table:
20X2
65,198
64,299
3,106,569
175,046
31,933
3,443,045
(1,048,640)
87,177
16,129
$ 2,497,711

Land
Land improvements
Educational buildings
Equipment
Software
Total
Less: accumulated depreciation
Construction in progress
Software projects in progress
Land, buildings, and equipment

$

20X1
$ 59,598
60,795
2,936,816
164,909
29,938
3,252,056
(954,690)
142,788
11,325
$2,451,479

Depreciation expense was $125.1 million in 20X2 and $116.4 million in 20X1. Net interest expense of $3.8 million and $6.6 million was capitalized during 20X2
and 20X1, respectively, in connection with the University’s construction projects.
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6.74 NOTE X: LAND, BUILDINGS, AND EQUIPMENT
Land, buildings, and equipment comprised the following at June 30, 20X2 and 20X1:
20X2
$ 26,654,000
17,892,000
1,934,000
6,045,000
52,525,000
(16,529,000)
$ 35,996,000

Land
Building and capital improvements
Leasehold improvements
Office furniture and equipment
Less: Accumulated depreciation
Land, buildings, and equipment, net

20X1
$ 26,654,000
16,265,000
1,934,000
3,422,000
48,275,000
(15,199,000)
$ 33,076,000

Depreciation expense totaled $1,330,000 and $946,000 for the years ended June 30, 20X2 and 20X1, respectively. In conjunction with the ongoing new building
project, the Museum expects to incur additional construction-related capital costs of approximately $204,000,000 in future periods.
6.75 When grants include amounts for the acquisition of fixed assets, the funder may retain legal title to the assets or the right to determine their disposition
at the end of the grant period. In such cases, if it is probable that the recipient will be permitted to keep and use the assets over their entire useful lives, the
recipient should capitalize and depreciate the assets in the normal manner for generally accepted accounting principles financial statements (even though the
acquisition of the assets may be reported as an expenditure of the entire amount in reports to the funder). This treatment is discussed further in paragraph 9.10
of the guide. Disclosure of such arrangements should be made.
6.76 NOTE X: PROPERTY AND EQUIPMENT
Property and equipment acquired with [Funder] money are considered to be owned by the entity while used for general operations. However, [Funder] has the
right to determine the use of these assets or the use of any proceeds resulting from the sale of these assets.
The cost of property and equipment purchased in excess of $500 is capitalized. Depreciation and amortization are provided in amounts sufficient to amortize the
cost of the property and equipment over the estimated useful lives of the assets (ranging from 3–25 years) on a straight-line basis.
[The preceding text would normally be part of a longer note detailing the components of property and equipment, including cost and useful lives by category.]
6.77 NOTE X: PROPERTY AND EQUIPMENT
Building and related building improvements under construction by the Academy in [City] Park are valued at cost and are reflected in the accompanying
statements of financial position because a substantial portion of the costs are being funded through support from the Academy’s donors, the assets are integral
to operations, and the Academy has free use of the facilities for its charitable purposes. Under the terms of the Charter of the City and County of [City] (the City),
no one other than the City may hold title to buildings on City property. As the Academy facilities in [City] Park are acquired, title is transferred to the City. These
assets cannot be converted or sold for the benefit of the Academy.
Property and equipment acquired through the use of operating funds are accounted for as transfers to the plant fund. Maintenance, repairs, and improvements,
which neither materially add to the value of the property nor appreciably prolong its life, are charged to expense as incurred.
Depreciation of buildings, exhibits, software, and equipment is provided over the estimated useful lives of the respective assets ranging from 3–40 years on a
straight-line basis.
The library collection is valued at historical cost. Management of the Academy believes that the collection consists of rare books with a perpetual value and
therefore the library collection is not depreciated.
Contributions of living and other collections held as part of a collection (for education, research, or public exhibition rather than for sale) are not recognized or
capitalized. Such items that have been acquired through purchase have similarly not been capitalized.
6.78 NOTE X: BUILDINGS AND EQUIPMENT
Buildings and equipment are carried at cost. Expenditures that substantially increase the useful lives of existing assets are capitalized. Routine maintenance and
repairs are expensed as incurred. Depreciation is computed by the straight-line method using the estimated useful lives of the assets. Buildings and
improvements are assigned a useful life of up to 40 years. Equipment is assigned a useful life ranging from 3–5 years. Net interest cost incurred on borrowed
funds during the period of construction of capital assets is capitalized as a component of the cost of acquiring those assets.
The Museum is undertaking a major construction, renovation, and expansion project. Included in construction-in-progress are $144,478 and $103,188 related
to the expansion and renovation project at June 30, 20X2 and 20X1, respectively. At June 30, 20X2, the Museum had outstanding commitments for construction
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and other related capital contracts of approximately $19,400. Capital expenditures are included in accounts payable and accrued expenses and thus not
presented in the statements of cash flows are $6,539 and $6,275 for the years ended June 30, 20X2 and 20X1, respectively.
6.79 NOTE X: MUSEUM PROPERTY
Museum property at December 31, 20X2 and 20X1, consisted of the following:
20X2
$ 291,750,440
96,037,746
17,751,111
405,539,297
(146,074,612)
259,464,685
1,043,403
$ 260,508,088

Building and building improvements
Exhibit hall improvements (excluding artifacts and historical treasures)
Research and office equipment
Total property and equipment
Less accumulated depreciation
Net depreciable property and equipment
Construction in progress
Net property and equipment

20X1
$ 288,645,893
92,628,235
15,193,356
396,467,484
(134,105,042)
262,362,442
2,556,677
$ 264,919,119

At December 31, 20X2 and 20X1, the Museum has included $4,950,543 and $5,098,415, respectively, of net capitalized interest in Museum property.
The Museum operates on land owned by the [City] Park District, which is made available to the Museum at no charge. The value of this arrangement is not
readily determinable and, accordingly, is not reflected in the accompanying financial statements.
It will cost approximately $6.4 million to complete the Museum’s construction in progress as of December 31, 20X2.
The Museum is committed to making changes to its fire suppression systems that would result in the Museum being fully covered by 20X7. As of December 31,
20X2 and 20X1, the building is approximately 78 percent (unaudited) covered. The estimated remaining cost to complete is $8.5 million and will be capitalized
as incurred.
Asset retirement obligations at December 31, 20X2 and 20X1, did not require any adjustments for the fiscal years 20X2 and 20X1, respectively. The liability will
be assessed annually.
6.80 NOTE X: FIXED ASSETS
The building occupied by the Museum on [Street] is owned by the City of [City] (City) and is leased free of charge to the Museum pursuant to a capital lease. The
value of the original building is not included on the Balance Sheet because it is fully depreciated. Certain building and gallery improvements are paid for by the
City and are included in fixed assets. Contributions from the City for assets that are not fully depreciated are reflected in temporarily restricted net assets. The
Museum has adopted a policy of implying a time restriction that expires over the useful life of long-lived assets acquired or constructed with contributions
restricted for that purpose.
Building and leasehold improvements relating to auxiliary activities and certain equipment are capitalized and reported as fixed assets. The [Buildings] in [Park]
and other buildings that are the property of the Museum are included as fixed assets and are stated at cost. Amortization of leasehold improvements of the
[Street] building and depreciation of buildings, improvements, and equipment are computed on a straight-line basis over the estimated useful lives of the
assets. Amortization of leasehold improvements related to auxiliary activities is computed on a straight-line basis over the shorter of the remaining term of the
lease or estimated useful lives of the assets. Long-lived assets, such as fixed assets, are reviewed for impairment when events or circumstances indicate that
their carrying value may not be recoverable.
6.81 NOTE X: PROPERTY AND EQUIPMENT
Legal title to the Institute’s [Location] facility, a significant component of which has been designated a historical monument, and to the land on which it is
situated, is vested in the [City] Park District. The sole and permanent right to the use and occupancy of the land and buildings, including any future
improvements, was vested at no cost to the Institute in 1893 as long as the Institute uses the property for the purposes for which it is incorporated. Records are
not available to permit the capitalization of additions and improvements made to the [Location] facility incurred prior to 1984. The Institute owns 17 properties
that provide instructional, public programming, administrative, storage, and student housing space. Portions of some of these facilities are leased to others. The
land, buildings, building improvements, and related equipment, furniture, and fixtures are stated at cost, net of depreciation.
Depreciable assets are depreciated using the straight-line method over the estimated useful lives of the assets. Buildings constructed prior to 2005 on [Location]
property have a useful life of 50 years; the purchase, completed construction, and major improvements of all other buildings have a useful life of 40 years.
Subsequent building improvements have useful lives ranging from 5–31.5 years. Equipment, furniture, and fixtures have useful lives ranging from 3–10 years.
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The Institute adopted the optional method for reporting net assets released for long-lived assets. The Institute’s accounting policy implies that the temporarily
restricted net assets related to long-lived assets are released on a schedule that corresponds with the depreciation schedule of the related property and
equipment.
6.82 NOTE X: PROPERTY AND EQUIPMENT
Property and equipment are stated at cost. Donated property and equipment is recorded at estimated fair value at the date of receipt. The building and
improvements are being depreciated on a straight-line basis over 20–40 years. Depreciation of furniture and equipment is computed on the straight-line basis
over the estimated useful life of the assets, generally 3–10 years.
Fixed assets that are acquired with resources restricted for such acquisition are considered to be temporarily restricted and are released from restrictions over the
estimated useful life of the asset.
Maintenance expenses and all costs for new productions, including sets, costumes, and choreography, are charged to operating expense as incurred or in the
year of initial performance with the exception of costs associated with full-length works. Full-length works are capitalized and depreciated on a straight-line
basis within the Property Fund over the first 2 years the new works are presented. The Ballet’s production of Nutcracker, including the costs for sets, costumes,
staging, and choreography, completed in 20Y5 and updated in 20Y7, is being depreciated on a straight-line basis over 15 years, beginning in 20Y5. The Ballet’s
production of Swan Lake, which was last performed in 20X1, including the costs for sets, costumes, staging, and choreography, completed in 20Y9, is being
depreciated on a straight-line basis over the first 5 years the work is presented, beginning in 20Y9.
6.83 NOTE X: CONDITIONAL ASSET RETIREMENT OBLIGATION [portion of a larger note]
In accordance with U.S. generally accepted accounting principles, the Museum accounts for conditional asset retirement obligations to reflect the cost
associated with the eventual remediation of asbestos on certain Museum collections and portions of the buildings in which they reside. At June 30, 20X2 and
20X1, the Museum’s present value liability for conditional asset retirement obligations totaled approximately $2,200,000 and is included in the accompanying
consolidated statements of financial position in accounts payable and accrued liabilities.
Because the Museum’s buildings and land are owned by the City, responsibility for remediation costs associated with the removal of asbestos and other
hazardous materials within the construct of the buildings is allocated between the City and the Museum at the time of project origination. Until a project exists,
the range of time over which remediation may be required is unknown and the costs to the Museum cannot reasonably be estimated. Accordingly, any building
remediation where a remediation project has not been entered into between the City and the Museum cannot be measured and has not been recorded in the
accompanying consolidated financial statements.
6.84 NOTE X: EASEMENTS
Easements acquired by the Trust are conservation easements and represent numerous restrictions over the use and development of land not owned by the Trust.
These easements generally provide that the land will be maintained unimpaired in its current natural, agricultural, scenic, or recreational state. During the year
ended March 31, 20X2, easements valued at $20,569,000 were acquired and $21,948,000 conveyed. During the year ended March 31, 20X1, easements valued
at $33,780,000 were acquired and $41,674,000 conveyed.

Liabilities
6.85 In section 7, see “Expenses” for tax-related items, “Split-Interest Agreements, Including Related Assets and Liabilities” for annuity liabilities, and “Earned
Income and Deferred Revenue” for deferred revenue items.
6.86 The term grants payable is often used to describe amounts awarded by a funder (which may be a government, a for-profit, or an NFP) to a not-for-profit
(and, rarely, a for-profit) recipient. This term, however, is used rather loosely in practice to refer both to contributions, as defined in the FASB ASC glossary, as
well as to amounts which are not contributions, but rather payments for goods or (more often) services to be rendered by the recipient to the payor—properly
referred to as exchange transactions. Because accounting by both the funder and the recipient for contributions and exchange transactions is quite different, to
make it clear which kind of transaction is being described, this publication uses the term contributions payable when that is what is intended. The term grant is
used here to refer to the award itself, not the related financial statement amounts.
6.87 NOTE X: GIFTS PAYABLE
The Foundation made a commitment of $113,000 in August of 20Y7 to the University of [State], over 7 years, for a challenge grant to endow 100 faculty chairs
and for the creation of an in-house investment company. The obligation was discounted to a net present value as of December 31, 20X2 and 20X1, using a
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discount rate of 4.33 percent. Payments of $13,000 and $30,000 were made in 20X2 and 20X1, respectively. The Foundation expects to pay $18,000 over the
next 2 years.
The Foundation made a commitment of $461,095 in July of 20Y8 to [Purpose] Foundation for an initiative to mitigate global climate change. This obligation was
fully paid by December 31, 20X2. A subsequent commitment of $100,000 to [Purpose] Foundation was made in 20X2. This obligation is expected to be paid over
a period of 2 years and was discounted to a net present value as of December 31, 20X2, using a discount rate of 0.29 percent. The Foundation expects to pay
$100,000 over the next 2 years.
The total gifts payable at December 31, net of discount, is as follows:
20X2
$118,000
(1,983)
$116,017

Gifts payable
Less unamortized discount
Gifts payable, net of discount

20X1
$181,000
(8,217)
$172,783

6.88 NOTE X: RESEARCH AWARDS AND GRANTS
The Association awards funds each year to support [condition] and related research projects. The projects generally extend over a period of one to five years,
subject to renewal at the option of the board of directors. Continued funding is conditional on demonstration of adequate progress. The liability and related
expenses are recorded when the recipients are notified of their awards, and the liability is reported as research awards payable in the balance sheet.
Awards that are expected to be paid in future years are recorded at the present value of their estimated future cash flows. The discounts on those amounts are
computed at the date of award using interest rates applicable to the years in which awards are granted, ranging from 0.3 percent to 2.1 percent. Accretion of the
discounts is recognized as research—awards and grants expense, using the effective interest method, in the statement of functional expenses.
The activity in research awards liabilities during the years ended June 30, 20X2 and 20X1, and the amounts payable by year are summarized below
(in thousands):
Beginning balance, June 30
Awards expense:
New awards
Cancellations, declinations, and refunds
Research awards expense before discount
Change in discount
Total research awards expense
Payments
Ending balance, June 30
Payable in Year Ending June 30:
2013
2014
2015
2016
2017
Thereafter
Total
Less unamortized discount
Net research awards payable

20X2
$ 270,499

20X1
$ 301,665

133,351
(17,497)
115,854
1,018
116,872
(126,577)
$ 260,794

127,055
(17,897)
109,158
1,730
110,888
(142,054)
$ 270,499

$132,777
80,702
28,695
15,577
4,516
429
262,696
(1,902)
$260,794

6.89 NOTE X: RESEARCH AND OTHER PROGRAM GRANTS
As part of our commitment in the fight against [disease], we actively provide grants to improve both the prevention and detection of [disease]. The total
amount of our future payments under research and other program grants as of August 31, 20X2 and 20X1, are $214,673 and $223,938, respectively. The present
value of our future payments as of August 31, 20X2 and 20X1, is $210,643 and $217,591, respectively. The discount at August 31, 20X2, of $4,030 will be
recognized as grants for mission program services expense in 20X3 through 20X7. As of August 31, 20X2, our future payments are as follows:
Payable in the next:
12 months
13–24 months
25–36 months
37–48 months
48–60 months
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64,125
38,207
16,348
2,234
$214,673

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

6. Disclosures Related Primarily to the Statement of Financial Position

P1: KpB
ACPA277-06

aicpa-npo.cls

September 30, 2013

14:42

6.90 NOTE X: PROGRAM ADVANCES
Program advances relate to cash received directly from government and nongovernmental agencies, not yet expended on the program. These amounts will be
recognized as revenue as the expenses are incurred. An amount of $2,277,178 has been reclassified from accounts payable and accrued expenses in the 20X1
Consolidated Statement of Financial Position to conform to the 20X2 presentation.
6.91 In cases such as the following, the auditor may need to consider whether the entity has maintained an appropriate composition of assets.
6.92 NOTE X: LOANS FROM ENDOWMENT FUND
In September 20X0, the directors of the entity authorized the borrowing of up to $10 million from the endowment fund for necessary capital improvements to
the opera house. This authorization was subsequently revised in May 20X1 to permit the use of borrowings in meeting current and future financial
contingencies. The entity had borrowings of $8,000,000 at June 30, 20X1, and $7,800,000 at June 30, 20X2, under this arrangement. Interest expense in 20X2
was $730,000 and in 20X1 was $648,000.
In September 20X2, the executive committee authorized a 30-day loan of up to $6,000,000 from the endowment fund. The association borrowed $6,000,000 on
September 14, 20X2, to repay its bank line of credit, as described in Note [number]. This borrowing is scheduled to be repaid in full on October 13, 20X2.
6.93 NOTE X: LIABILITIES UNDER SPLIT-INTEREST AGREEMENTS
Under split interest agreements, donors enter into trust arrangements with the University in which the University receives benefits that are shared with other
beneficiaries and institutions. Split interest agreement (SIA) investment assets are invested primarily in the General Investment Account (GIA) and publicly
traded securities, a small segment is managed by an external adviser, and all are recorded at fair value as discussed in Notes A and B. The publicly traded
securities are included as level 1, and externally managed investments are included as level 3 investments in the fair value hierarchy table in Note B. Associated
liabilities are recorded at the present value of estimated future payments due to beneficiaries and other institutions. These liabilities were calculated using
discount factors based on the appropriate U.S. Treasury note rates for gifts received prior to the adoption of Financial Accounting Standards Board Accounting
Standards Codification 820, Fair Value Measurement, and using the University’s current taxable unsecured borrowing rate for gifts received beginning in fiscal
20Y9.
The changes in split interest agreement net assets for fiscal 20X2 and 20X1 were as follows (in thousands of dollars):
Temporarily
Restricted

Permanently
Restricted

Total

Total

$ 3,571
(7,112)
(3,541)
6,671
(14,899)
(18,684)
(12,053)
39,238
(3,268)
73,973
$ 70,705

$ 10,392
(20,697)
(10,305)
13,497
(43,358)
(39,583)
(2,182)
117,658
35,727
443,816
$479,543

$ 13,963
(27,809)
(13,846)
20,168
(58,257)
(58,267)
(14,235)
156,896
32,459
517,789
$550,248

$ 15,670
193,148
208,818
24,891
(58,925)
(56,000)
(14,100)
(8,868)
95,816
421,973
$517,789

Investment return:
Investment income
Realized and unrealized appreciation/(depreciation), net
Total investment return
Gifts for capital*
Payments to annuitants
Transfers to endowment
Transfers between split interest agreement and the general investment account
Change in liabilities and other adjustments
Net change during the year
Total split interest agreement net assets, beginning of year
Total split interest agreement net assets, end of year

* Shown at net present value. The undiscounted value of these gifts was $51,045 and $41,807 for the years ended June 30, 20X2 and 20X1, respectively.

SIA net assets as of June 30, 20X2 and 20X1, consisted of the following (in thousands of dollars):
Split interest agreement investments:
Charitable remainder trusts
Charitable lead trusts
Charitable gift annuities
Pooled income funds
Total split interest agreement investments
Liabilities due under split interest agreements:
Amounts due to beneficiaries
Amounts due to other institutions
Total liabilities due under split interest agreements
Total split interest agreement net assets, end of year
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$ 786,258
115,618
213,847
104,767
1,220,490

$ 842,092
117,115
225,335
104,815
1,289,357

(560,474)
(109,768)
(670,242)
$ 550,248

(656,138)
(115,430)
(771,568)
$ 517,789
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6.94 NOTE X: PLANNED GIVING
[Charity] has established a charitable gift annuity plan whereby donors may contribute assets in exchange for the right to receive a fixed dollar annual return
during their lifetimes. A portion of the transfer is considered to be a charitable contribution for income tax purposes. The difference between the amount
provided for the gift annuity and the liability for future payments, determined on an actuarial basis, is recognized as unrestricted contribution income at the
date of the gift unless the gift portion is restricted. Upon the death of the annuitant (or last joint annuitant) income distributions cease.
As trustee, [Charity] administers irrevocable trusts, such as charitable remainder unitrusts and charitable remainder annuity trusts. These trusts provide for
payment of distributions to the grantor or other designated beneficiaries. When the income beneficiaries’ interests are terminated (upon their death or at the
end of a term of years), the trusts provide for the distribution of assets to designated charitable organizations or remaindermen. The portion of the trusts
attributable to the legally vested remainder interest of [Charity] is recorded in the statement of activities as temporarily restricted contributions in the year
received. Some trusts may contain provisions allowing the donors to designate remaindermen other than [Charity] as beneficiaries. Trust liabilities include the
present value of the income interest payable to the trust income beneficiaries and any remainder interest not legally vested in [Charity].
[Charity] records planned gift assets at their fair value. Liabilities are recorded at the present value of projected payments, using a 6 percent or other applicable
discount rate, mortality tables, and other actuarial assumptions. Annuity and trust liabilities are revalued annually. Changes in value of annuities and trusts are
recorded in the statement of activities.
The assets and liabilities of the planned giving program as of December 31, 20X2, are as follows:
Assets:
Charitable gift annuities including cash deposits of $355,073
Trusts
Total

$1,436,805
528,442
$1,965,247

Liabilities:
Charitable gift annuities
Trusts
Other
Total

$ 875,629
387,126
143,863
$1,406,618

The change in value of annuities and trusts presented in the statement of activities is as follows:
Interest and dividends
Realized gains/(Losses)
Unrealized gains/(Losses)
Actuarial adjustments
Administrative fees
Payments to income beneficiaries
Total

$ 37,932
36,983
82,505
156,917
(20,854)
(107,442)
$ 186,041

6.95 NOTE X: MEDICAL PROFESSIONAL LIABILITY CLAIMS
The University maintains a self-insurance program for professional medical services rendered by its medical faculty, including residents and interns. The trust
fund assets and associated liabilities are included in unrestricted net assets.
During 1976, the State of [State] enacted legislation that created a statutory limit of $500,000 for each medical professional liability claim and established the
[State] Patient Compensation Fund (State Insurance Fund) to provide professional liability insurance to participating healthcare providers. The constitutionality
of the statutory limit has been upheld by the [State] Supreme Court, but is subject to its review at any time. The University participates in the State Insurance
Fund, which provides up to $400,000 of coverage for settlement amounts in excess of $100,000 per claim. The University carries commercial liability insurance
for claims that might exceed amounts funded by the self-insurance trust fund or the State Insurance Fund.
6.96 NOTE X: LONG-TERM DEBT: REDEVELOPMENT PROJECTS
The Redevelopment Projects consisted of three main initiatives:
1) [Street] Street Project. The transformation of [Street] Street between [Boulevard] and [Avenue], primarily the enhancement of the [Location] Plaza and
[Street] Street, as well as the renovation of [Performance] Hall, which reopened in February 20Y9.
2) Promenade Project. The revitalization of the main entrance to Center, the area along [Name] Avenue between [Number] and [Street] Streets, with the
upgrading of the [Named] Plaza and the central fountain that adorns it, all completed June 30, 20X0.
3) [Sponsor] Atrium Project. The transformation of a privately owned public space across from the Center into an arts-oriented public space with a visitor
information and discount ticket facility. The Atrium opened November 20Y9.
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Since 20Y1, the Center Development Project (CDP) received approximately $260 million of government funding to support the Redevelopment Projects. As of
June 30, 20X2 and 20X1, CDP has a receivable of $944,702 from [City] Economic Development Council for erection of a new pedestrian bridge (Bridges
Agreement). In July 20X2, $850,693 was collected.
During the years ended June 30, 20X2 and 20X1, the CDP capital expenditures totaled $724,339 and $2,822,440, respectively. In addition, costs amounting to
$26,927,904 and $52,666,446 for fiscal years 20X2 and 20X1, respectively, were expensed. These expensed items consist principally of improvements made to
City-owned facilities, including the public spaces, fundraising costs associated with the [Fundraising] Campaign (the fundraising campaign for the
Redevelopment Projects), expenses relating to facilities while under renovation, administrative costs, financing costs, and the Center’s financial commitments
to certain constituents relating to the [Street] Street Project.
Bilateral agreements between the Center and four constituents, which are specific to the [Street] Street Project and which include specific financial
commitments between the Center and these four constituents, were first entered into in 20Y6. Pursuant to these agreements, there are remaining conditional
contingent obligations to the constituents related to fundraising matching participation at June 30, 20X2 of $.5 million. During the years ended June 30, 20X2
and 20X1, $4.5 million and $11.0 million, respectively, of the Center’s obligation was recognized as redevelopment project expense in the consolidated
statements of activities. Also, pursuant to these agreements, the constituents have satisfied all contingent obligations to the Center related to construction cost
participation.
Temporarily restricted net assets for the Redevelopment Projects aggregated $3,609,856 and $3,204,178 at June 30, 20X2 and 20X1, respectively.
6.97 NOTE X: FINANCING ARRANGEMENTS AND LONG-TERM OBLIGATIONS
(amounts in thousands)
OPERATING LEASES
The Museum has an operating lease for office space. Total rental expense for the years ended June 30, 20X2 and 20X1, was $143 and $475, respectively. There
are no minimum operating lease payments beyond fiscal 20X2.
In fiscal 20Y7, the Museum entered into a four-year operating lease for warehouse, carpentry, and paint workshop space, with an option for three sequential,
additional terms of one year. The Museum exercised two of these three options. Total rental expense for the years ended June 30, 20X2 and 20X1, was $110 and
$81, respectively. Minimum operating lease payments for each of the next two fiscal years are approximately $90.
CULTURAL FACILITY REVENUE BONDS
Cultural Facility Revenue Bonds consist of the following:
Amount Outstanding at June 30
Series 2005
Series 2010

Interest
Rate(s)
Variable rate
3.00% to 5.00%

Final Fiscal
Year Maturity
2037–2041
2019–2023

Unamortized premium
Current portion

20X2
$ 90,000
70,430
160,430
4,560
—
$164,990

20X1
$ 90,000
70,430
160,430
5,147
—
$165,577

SERIES 20Y5
In October 20Y5, pursuant to certain agreements between the Museum and the [City-County] Port Authority, the [City-County] Port Authority issued $90,000 in
variable rate, tax-exempt Cultural Facility Revenue Bonds (the Museum Project), Series 20Y5, payable October 1, 2040 (the 20Y5 Bonds). The proceeds of the
20Y5 Bonds were used to finance the Museum’s construction, renovation, and expansion project. The 20Y5 Bonds were issued, as follows, in four series with
respective principal amounts:
1. Series A, $30,000
2. Series B, $20,000
3. Series C, $20,000
4. Series D, $20,000
The 20Y5 Bonds have adjustable methods of interest rate determination and interest payment dates and were in weekly variable rate mode based on a tax-free
LIBOR on June 30, 20X2, bearing interest at .14 percent to .19 percent (range from .05 percent to .27 percent during the year ended June 30, 20X2), and on June
30, 20X1, bearing interest at .07 percent to .08 percent (range from .07 percent to .32 percent during the year ended June 30, 20X1). The interest rate is
determined by an external agent.
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The 20Y5 Bonds are secured by a standby bond purchase agreement, which expires on December 1, 20X4. Under the terms of this agreement, in the event of a
failed remarketing, the bank will provide liquidity to make payment to the bond holders. Fees incurred related to the remarketing of the bonds were $566 and
$990 during the years ended June 30, 20X2 and 20X1, respectively, and are included in general and administrative expense in the statements of activities.
SERIES 20X0
On July 1, 20X0, pursuant to certain agreements between the Museum and the [City-County] Port Authority, the [City-County] Port Authority issued $70,430 in
fixed rate, tax-exempt Cultural Facility Revenue Bonds, Series 20Y0 (the Museum Project). The proceeds of the 20X0 Bonds are being used to finance the
Museum’s ongoing construction project. The 20X0 Bonds were issued at a premium with varying maturity dates ranging from October 20Y8 to 20Z2 and with
coupon rates ranging from 3.00 percent to 5.00 percent. The proceeds the Museum realized on the bonds totaled $75,917.
Although these Cultural Facility Revenue Bonds are not a direct indebtedness of the Museum, the loan agreement with the [City-County] Port Authority
obligates the Museum to make payments equal to the principal of and premium, if any, and interest on the respective Bonds, whether at maturity, upon
acceleration or upon redemption. Bond service charges due on the Bonds will be required to be made by the Museum as loan payments under the agreement.
Interest-only payments are required to be made until October 1, 2036, for the Series 20Y5 Bonds and October 1, 20X8, for the Series 20X0 Bonds.
The Museum is subject to certain restrictive covenants, including provisions relating to maintaining certain debt ratios and other matters. The Museum was in
compliance with these covenants at June 30, 20X2.
UNAMORTIZED FINANCING COSTS
Unamortized financing costs are amortized over the period the obligation is outstanding using the effective interest method. Included in general and
administrative expense on the statements of activities was $126 of amortization of deferred financing costs during each of the years ended June 30, 20X2 and
20X1. Unamortized financing costs of $1,483 and $1,609 are included in other long-term assets on the statements of financial position at June 30, 20X2 and
20X1, respectively.
INTEREST RATE SWAP
In connection with the 20Y5 Bonds, the Museum entered into a floating-to-fixed rate swap to manage the risk of increased debt service costs resulting from
rising variable interest rates. The swap consists of a $90,000, eight-year floating-to-fixed rate swap whereby the Museum pays a fixed rate of 3.341 percent and
receives 70 percent of one-month LIBOR. The notional amount of the swap will decline until maturity on January 1, 20X4. The notional value of the swap was
$15,000 and $ 26,500 at June 30, 20X2 and 20X1, respectively. This derivative instrument is not designated as a hedging instrument. At June 30, 20X2 and
20X1, the fair value of the swap agreement as of the close of business that day, was $(250) and $(810), respectively, owed to the counterparty and has been
recorded in other liabilities on the statements of financial position. The change in fair value of the swap agreement is recorded in other changes in net assets on
the statements of activities. Net interest cost incurred under the swap agreement was $571 and $883 for fiscal 20X2 and 20X1, respectively, and is included in
general and administrative expense on the statements of activities.
In December 20Y9, the Museum entered into a floating-to-fixed rate swap to hedge the unhedged principal amount of the 20Y5 Bonds, due to the declining
notional amount of the previous swap. The effective date of the swap was January 3, 20X1, with an initial notional amount of $63,500, increasing to $90,000 on
January 2, 20X4, when the original swap matures. The swap matures on January 1, 20Z1, and consists of a floating-to-fixed rate swap whereby the Museum
pays a fixed rate of 2.8623 percent and receives 70 percent of one-month LIBOR. This derivative instrument is not designated as a hedging instrument. At June
30, 20X2 and 20X1, the fair value of the swap agreement as of the close of business that day, was $(13,192) and $(4,656), respectively, owed to the
counterparty and has been recorded in other liabilities on the statements of financial position. The change in fair value of the swap agreement is recorded in
other changes in net assets on the statements of activities. Net interest cost incurred under the swap agreement was $1,938 and $846 for fiscal 20X2 and 20X1,
respectively, and is included in general and administrative expense on the statements of activities.
INTEREST
Interest expense on the 20Y5 Bonds was approximately $123 and $208 in fiscal years 20X2 and 20X1, respectively, and is included in general and administrative
expense on the statements of activities. Interest expense on the 20X0 Bonds was approximately $3,155 and $2,366 in fiscal years 20X2 and 20X1, respectively,
and was capitalized for fiscal 20X2 and 20X1. Interest paid was $3,278 and $2,574 in fiscal years 20X2 and 20X1, respectively.
LINES OF CREDIT
During fiscal 20X0, the Museum entered into two lines of credit with two financial institutions totaling $40,000. The lines are intended to meet the short-term
financing needs of the Museum. There were no amounts borrowed on the lines during 20X2 and no amounts outstanding as of June 30, 20X2 or 20X1. Further,
one of the lines totaling $20,000 expired during August 20X1 and was not renewed.
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6.98 NOTE X: INTEREST RATE SWAP
The Institute uses an interest rate swap to manage the interest rate exposure of a portion of its variable rate debt. The swap is recorded at fair value, which is the
estimated amount that the Institute would receive or pay to terminate the agreement, taking into account current interest rates and the current
credit-worthiness of the swap counterparty. Costs of regular settlements with the counterparty of $5,576 and $5,596 during the years ended September 30,
20X2 and 20X1, respectively, are included in interest expense in the statements of activities. Changes in the swap’s fair value during the years ended September
30, 20X2 and 20X1, resulted in unrealized losses of $3,122 and $14,357, respectively, which are included in nonoperating changes in net assets in the
statements of activities. The fair value of the swap was a liability of $58,938 and $55,816 at September 30, 20X2 and 20X1, respectively, and is included in
accounts payable and accrued expenses in the balance sheets.
The Institute’s externally managed investment funds may include derivatives. The fair value of any such derivatives is included in the calculation of the fair
values of the Institute’s investments in such funds.
6.99 NOTE X: DERIVATIVE FINANCIAL INSTRUMENTS
The Museum entered into two interest rate swap agreements to hedge variable interest rate exposure as follows:
• The first swap, dated September 20Y5, expires on November 1, 20A2, and effectively fixes the interest rate on a notional value of $45 million at 3.258
percent through October 31, 20Y8, 4.369 percent from November 1, 20Y8 to October 31, 20X0, and 3.769 percent from November 1, 20X0 to November 1,
20A2.
• The second swap, dated June 20Y8, is effective January 1, 20Y9, and expires on November 1, 20A2. This agreement effectively fixes the interest rate on a
notional value of $43 million at 3.43 percent for the duration of the swap.
These agreements are considered derivative financial instruments and are reported at their fair values as a liability of $26,361,529 and $12,130,495,
respectively, at December 31, 20X2 and 20X1. The fair value is recorded in interest rate swaps in the accompanying statements of financial position. The
unrealized loss on interest rate swaps for 20X2 and 20X1 was $14,231,034 and $3,543,276, respectively. The net change in fair value of the agreements is
reported as a separate line item in the nonoperating section of the accompanying statements of activities.
6.100 NOTE X: INTEREST RATE CONTRACTS
The University enters into interest rate swaps (including swaptions) to hedge certain investment positions against interest rate fluctuations; benefit from
interest rate fluctuations; obtain better interest rate terms than it would have been able to get without the swap; or manage the interest, cost, and risk
associated with its outstanding debt and to hedge issuance of future debt. Interest rate swaps involve the exchange by the University with another party of its
respective commitments to pay or receive interest at specified intervals based on a notional amount of principal.
During fiscal 20X2, the University transacted approximately 3,500 interest rate swap and cap and floor contracts with average notional amounts of
approximately $200.0 million. During fiscal 20X1, the University transacted approximately 3,500 interest rate swap and cap and floor contracts with average
notional amounts of approximately $400.0 million.
6.101 NOTE X: INTEREST-FREE LOAN
In January 20X2, the entity received an interest-free loan of $100,000 from a member of the board of trustees. The purpose of the loan was to pay operating
expenses. The loan was repaid on December 31, 20X2. The contribution inherent in the interest-free loan has been recorded at fair value, based on an imputed
interest rate of 6 percent, which is the entity’s bank borrowing rate. Contribution revenue and interest expense of $6,000 has been reflected in the statement of
activities.
6.102 FASB ASC 958-715 provides guidance on pension and other postretirement benefits disclosure requirements.
6.103 NOTE X: PENSION PLANS
In fiscal year 20Y9, as part of the Museum’s proactive plan to stabilize operations in response to the global economic and financial crisis, the Museum approved
changes to its pension plans, effective November 1, 20Y9. Generally, with certain differences among the Museum’s nonunion and various union staff, all
employees in the Museum’s defined benefit plan opted either to remain in the defined benefit pension plan and forgo future matching contributions from the
Museum in the Museum’s 403(b) defined contribution plan or receive an enhanced match in the Museum’s 403(b) defined contribution plan and forgo future
accruals in the defined benefit plan. New employees hired after June 30, 20Y9, are eligible to participate in the enhanced 403(b) plan only, thereby freezing the
number of participants in the defined benefit plan.
For those remaining in the trusteed defined benefit pension plan future benefits are based, among other factors, on years of service, age, and average monthly
compensation during the final years of service. The Museum’s funding policy is to contribute annually amounts to meet minimum requirements of the
Employee Retirement Income Security Act of 1974, although it may make additional contributions beyond these requirements.
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For those eligible for matching contributions in the 403(b) retirement savings plan based on the choice noted above, the Museum matches up to a percentage of
compensation dependent on an employee’s compensation, contribution, and length of service. In addition, the Museum provides a nondiscretionary
contribution for employees under certain base compensation levels dependent on length of service. The Museum contributed $844 and $808 to the plan for the
years ended June 30, 20X2 and 20X1, respectively. Regardless of match eligibility, the 403(b) retirement savings plan is open for all nonunion employees and
employees in several unions under collective bargaining agreements. Employees may contribute up to Internal Revenue Code limits.
Postretirement health and welfare benefit costs are funded by the Museum on a pay-as-you-go basis. Only employees hired before February 1, 20Y3, are
eligible for these benefits. Additionally, as part of the package of changes in fiscal year 20Y9, employees who retire after November 1, 20Y9, share the cost of
health coverage at the same percentage level as when an active employee. Effective July 1, 20Y9, the Museum required that, for active employees, most
nonunion and certain union employees contribute to the Museum-provided healthcare plan based on salary and coverage level. Plan design changes affecting
all staff on the Museum’s active healthcare plan and future retirees were also effective as of July 1, 20Y9.
The following tables set forth the amounts recognized in the consolidated statements of financial position, change in the benefit obligation, change in plan
assets, funded status, and weighted-average assumptions for the pension plans and postretirement benefit plan:
Pension Benefits
June 30,
20X2
20X1
Change in benefit obligation
Benefit obligation at beginning of year
Service cost
Interest cost
Actuarial (gain)/loss, primarily attributable to discount rate
Benefits paid
Employee contributions
Medicare Part D reimbursements
Benefit obligation at end of year
Change in plan assets
Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contributions
Employee contributions
Medicare Part D reimbursements
Benefits paid
Fair value of plan assets at end of year
Funded status at end of year
Amounts recognized in the consolidated statements of financial position consist of
Pension and postretirement benefit obligations
Amounts recognized in unrestricted net assets consist of:
Net loss
Prior service (cost) credit
Defined benefit plan changes other than net periodic benefit cost
Net gain (loss)
Amortization of net gain
Amortization of prior service credit (cost)

Weighted-average assumptions as of June 30
Discount rate
Expected return on plan assets
Rate of compensation increase
Amounts in unrestricted net assets expected to be recognized in net periodic benefit
cost in 2013
Net loss
Prior service cost (credit)

Postretirement Benefits
June 30,
20X2
20X1

$ 67,766
2,098
3,872
19,770
(2,465)
—
—
91,041

$ 67,279
2,106
3,590
(2,906)
(2,303)
—
—
67,766

$ 21,188
763
1,177
3,646
(707)
23
20
26,110

$ 21,036
793
1,122
(1,168)
(609)
14
—
21,188

55,583
367
—
—
—
(2,465)
53,485
$(37,556)

46,346
9,540
2,000
—
—
(2,303)
55,583
$(12,183)

—
—
664
23
20
(707)
—
$(26,110)

—
—
595
14
(609)
—
$(21,188)

$(37,556)

$(12,183)

$(26,110)

$(21,188)

$(39,754)
(561)
$(40,315)

$(17,166)
(645)
$(17,811)

$ (8,733)
1,679
$ (7,054)

$ (5,434)
2,019
$ (3,415)

$(23,740)
1,151
84
$(22,505)

$ 8,690
1,964
90
$ 10,744

$ (3,646)
348
(340)
$ (3,638)

$ 1,168
531
(326)
$ 1,373

20X2

20X1

20X2

20X1

4.25%
8.00%
3.50%

5.75%
8.00%
3.50%

$ 3,179
76
$ 3,255

4.25%
N/A
N/A

5.75%
N/A
N/A

$

688
(340)
$ 348

The accumulated benefit obligation for the pension plan at June 30, 20X2 and 20X1, was $77,591 and $58,812, respectively. Detail of the changes in the
accumulated benefit obligation for the pension plan is as follows:
20X2
$58,812
3,708
3,312
(2,465)
14,224
$77,591

Accumulated benefit obligation at beginning of year
Accumulation of benefits, including experience gains/losses
Change in average discount period
Benefit payments
Change in actuarial assumptions, primarily attributable to discount rate
Accumulated benefit obligation at end of year
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The accumulated benefit obligation for the Supplemental Executive Retirement Plan at June 30, 20X2 and 20X1 was $3,144 and $2,029, respectively. The plan
was frozen in fiscal year 20Y9.
In selecting the expected long-term rate of return on assets, the Museum considered the average rate of earnings expected on the funds invested or to be
invested to provide for the benefits of the plan. This included considering the trust’s asset allocation and the expected returns likely to be earned over the life of
the plan.
The following table sets forth the components of the net pension and postretirement benefits cost for the years ended June 30, 20X2, and 20X1:
Pension Benefits
20X2
$ 2,098
3,872
(4,338)
84
1,151
$ 2,867

Service cost
Interest cost
Expected return on plan assets
Amortization of prior service (credit) cost
Amortization of accumulated loss
Net periodic benefit cost

Postretirement Benefits
20X1
$ 2,106
3,590
(3,756)
90
1,964
$ 3,994

20X2
$ 763
1,177
—
(340)
348
$1,948

20X1
$ 793
1,122
—
(326)
531
$2,120

The health care cost trend rate assumption used in determining the accumulated postretirement benefit obligation for the coming year is 7.6 percent and 7.0
percent at June 30, 20X2 and 20X1, respectively.
The following data shows the effect of a 1 percentage point health care cost trend rate increase (decrease) for 20X2, inclusive of the impact of a lower discount
rate in fiscal 20X2:
Percentage Point Increase
$ 369
2,282

Effect on total of service and interest cost
Effect on postretirement benefit obligation

Percentage Point (Decrease)
$ (293)
1,621

Target allocations at June 30, 20X2 and 20X1 and target allocations, by asset category are as follows:
Asset Category
Equity securities
Fixed income
Other

20–80%
20–80%
0%

The composition of asset categories and valuation techniques used to measure fair value are described in Note Y.
FAIR VALUE MEASUREMENTS
Within the fair value hierarchy, the pension plan’s investments at fair value by level as of June 30, 20X2 and 20X1, are as follows:
Significant Other
Observable Inputs
(Level 2)

Significant Unobservable
Inputs
(Level 3)

Total
Fair Value
20X2

14

$ 670

$—

$ 684

13,201

—

—

8,432
24,902
—
$46,549

—
—
6,266
$6,936

—
—
—
$—

13,201
—
8,432
24,902
6,266
$53,485

Significant Other
Observable Inputs
(Level 2)

Significant Unobservable
Inputs
(Level 3)

Total
Fair Value
20X1

13

$ 667

$—

$ 680

—
12,909

875
—

—
—

875
12,909

13,610
16,804
—
$43,336

—
—
10,705
$12,247

—
—
—
$—

13,610
16,804
10,705
$55,583

Quoted Prices in
Active Markets
(Level 1)
Assets
Cash and cash equivalents
Fixed income
Registered mutual funds
Equities
Securities
Registered mutual funds
Investment funds
Total investments and cash equivalents

$

Quoted Prices in
Active Markets
(Level 1)
Assets
Cash and cash equivalents
Fixed income
Government bonds
Registered mutual funds
Equities
Securities
Registered mutual funds
Investment funds
Total investments and cash equivalents

$
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The investment funds categorized as level 2 have monthly redemptions with a 15-day notice period. There were no significant transfers between level 1 and
level 2. For fair value disclosures relating to plan assets, refer to Note Y.
The Museum’s primary investment objective is to maximize the total rate of return, subject to the preservation of capital. The primary means by which capital
preservation is to be achieved is through diversification of the Plan’s assets across asset classes. The assets are viewed as a having a long-term horizon with high
liquidity needs.
Cash flows for the fiscal year ending June 30, 20X2, are as follows:
Expected employer contributions
20X3
Projected benefit payments for the fiscal year ending June 30
20X3
20X4
20X5
20X6
20X7
20X8–20Y2

Pension Benefits

Postretirement Benefits

$ 2,100

$ 951

3,496
3,324
3,586
3,910
4,135
26,161

951
985
1,043
1,095
1,133
6,637

The Medicare Prescription Drug Act (the act) introduced a prescription drug benefit under Medicare Part D as well as a federal subsidy to employers whose plans
provide an “actuarial equivalent” prescription drug benefit. The Museum’s postretirement prescription drug benefit qualified for this subsidy and, consequently,
treats the effects of the act as an actuarial gain. The effects of the act are not significant. Accordingly, there was minimal impact on the net periodic
postretirement benefit cost for fiscal year 20X2.
6.104 NOTE X: PENSION AND POSTRETIREMENT PLANS—DEFINED BENEFIT
DEFINED CONTRIBUTION RETIREMENT SAVINGS PLANS
Faculty and exempt staff participate in the University 403(b) Retirement Plan, a defined contribution retirement plan, upon meeting eligibility requirements.
The plan, operated under section 403(b) of the Internal Revenue Code, is funded by mandatory employee contributions and University contributions. All faculty
and staff may also participate in the plan on a voluntary basis by making voluntary employee contributions up to the annual limit established by the Internal
Revenue Service. Participants are immediately vested in the plan and may direct their contributions and the University’s contributions on their behalf to any of
the fund sponsors: Fidelity, TIAA-CREF, and Vanguard. The University’s share of the cost of these benefits was $26,007 and $25,039 for the years ended June 30,
20X2, and 20X1, respectively.
DEFINED BENEFIT PENSION PLAN AND POSTRETIREMENT MEDICAL INSURANCE BENEFITS
Retirement benefits are provided for University staff under a defined benefit pension plan, for which the University serves as trustee and administrator. This
plan provides benefits for certain nonexempt staff after one year of qualifying service. Retirement benefits are based on the employee’s total years of service
and final average pay as defined by the plan. Plan participants are fully vested after five years of service. The University funds the plan with annual contributions
that meet minimum requirements under the Employee Retirement Income Security Act of 1974 and Pension Protection Act of 2006.
Other postretirement benefit plans offered by the University provide medical insurance benefits for retirees and their spouses. Employees are eligible for such
benefits if they retire after attaining specified age and service requirements while employed by the University. The plans hold no assets and are funded by the
University as claims are paid. During the year ended June 30, 20X1, the University amended certain features of its postretirement benefit plans, replacing
supplemental group medical insurance for Medicare-eligible retirees with health reimbursement accounts upon which retirees may draw to purchase individual
supplemental medical coverage.
The University recognizes the fully funded status of its defined benefit pension and other postretirement benefit plans in the consolidated statements of
financial position. Accordingly, the liability for pension benefits, as recognized in the Statement of Financial Position, represents the excess of the actuarially
determined projected benefit obligation (PBO) over the fair value of plan assets at year end. The liability for other postretirement benefits as recognized in the
consolidated statements of financial position represents the actuarially determined accumulated postretirement benefit obligation (APBO) at year end. The
following table summarizes the liabilities for pension and other postretirement benefits reflected in the consolidated statements of financial position at June 30:
Liability for pension benefits:
Projected benefit obligation at end of year
Less: Fair value of plan assets at end of year
Liability for other postretirement benefits (accumulated postretirement benefit obligation at year end)
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20X2

20X1

$ 204,977
(120,150)
84,827
38,295
$ 123,122

$ 167,512
(117,331)
50,181
31,697
$ 81,878
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Changes in the actuarially determined benefit obligations are summarized below for the years ended June 30:

Beginning of year
Service cost
Interest cost
Plan amendments
Actuarial loss/(gain)
Benefit payments
End of year

Pension Benefits
(Projected Benefit Obligation)
20X2
20X1
$167,512
$155,804
6,256
6,063
9,009
8,437
—
—
29,039
2,788
(6,839)
(5,580)
$204,977
$167,512

Other Postretirement Benefits (Accumulated
Postretirement Benefit Obligation)
20X2
20X1
$31,697
$ 81,251
1,817
3,992
1,636
3,569
(271)
(42,016)
4,973
(14,032)
(1,557)
(1,067)
$38,295
$ 31,697

The accumulated benefit obligation associated with pension benefits was $173,579 and $141,371 at June 30, 20X2 and 20X1, respectively.
The change in the fair value of pension plan assets is summarized below for the years ended June 30:
20X2
$117,331
(1,548)
11,206
(6,839)
$120,150

Fair value of plan assets at beginning of year
Actual return on plan assets
Employer contributions
Benefit payments
Fair value of plan assets at end of year

20X1
$ 88,024
14,278
20,609
(5,580)
$117,331

The components of net periodic benefit cost recognized within operating expenses in the Consolidated Statements of Changes in Unrestricted Net Assets are
summarized as follows for the years ended June 30:
Pension Benefits
Service cost
Interest cost
Expected return on plan assets
Amounts recognized previously as nonoperating changes in net assets:
Amortization of net loss
Amortization of prior service cost/(credit)

20X2
$ 6,256
9,009
(9,452)

20X1
$ 6,063
8,437
(7,417)

Other Postretirement Benefits
20X2
20X1
$ 1,817
$ 3,992
1,636
3,569
—
—

2,483
434
$ 8,730

2,968
435
$10,486

1,405
(7,517)
$(2,659)

1,129
(2,525)
$ 6,165

The amortization of any prior service cost or credit is determined using straight-line amortization over the average remaining service period of employees
expected to receive benefits under the respective plans.
Gains or losses and other changes in the actuarially determined benefit obligations arising in the current period, but not included in net periodic benefit cost, are
recognized as nonoperating changes in the Consolidated Statements of Changes in Unrestricted Net Assets. These changes are reflected net of a contra-expense
adjustment for amounts recognized previously, but included as components of net periodic benefit cost in the current period. Accordingly, the net nonoperating
increase (decrease) in unrestricted net assets related to pension and other postretirement benefits is summarized as follows for the years ended June 30:
Pension Benefits
20X2
$(40,039)
—
2,917
$(37,122)

Net actuarial gain/(loss)
Plan amendments
Adjustment for components of net periodic benefit cost recognized previously

20X1
$4,073
—
3,403
$7,476

Other Postretirement Benefits
20X2
20X1
$ (4,973)
$14,032
271
42,016
(6,112)
(1,396)
$(10,814)
$54,652

Cumulative amounts recognized as nonoperating changes in unrestricted net assets that had not yet been reflected within net periodic benefit cost are
summarized as follows at June 30:
Pension Benefits
Net loss
Prior service cost/(credit)

20X2
$78,796
3,558
$82,354

20X1
$41,240
3,993
$45,233

Other Postretirement Benefits
20X2
20X1
$ 22,570
$ 19,001
(34,632)
(41,878)
$(12,062)
$(22,877)

The University expects to amortize the following as components of net periodic benefit cost during the year ending June 30, 20X3:
Net loss
Prior service cost/(credit)

Pension Benefits
$4,857
$ 432
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The following weighted-average assumptions were used in measuring the actuarially determined benefit obligations (PBO for pension benefits and APBO for
other postretirement benefits) at June 30:
Pension Benefits
20X2
4.50%
4.00%

Discount rate
Rate of compensation increase
Health care cost trend rate (grading to 5.00% in 2018)

Other Postretirement Benefits
20X2
20X1
4.50%
5.50%

20X1
5.50%
4.00%

8.00%

7.50%

The following weighted-average assumptions were used in measuring the actuarially determined net periodic benefit costs for the years ended June 30:
Pension Benefits
20X2
5.50%
8.50%
4.00%

Discount rate
Expected long-term rate of return on plan assets
Rate of compensation increase
Health care cost trend rate (grading to 5.00% in 20X6)

Other Postretirement Benefits
20X2
20X1
5.50%
5.50%

20X1
5.50%
8.50%
4.00%

7.50%

8.00%

The expected long-term rate of return on pension plan assets is based on the consideration of both historical and forecasted investment performance, given the
targeted allocation of the plan’s assets to various investment classes.
A 1-percentage-point increase in the assumed health care cost trend rate would have increased aggregate service and interest costs and the APBO associated
with postretirement medical benefits by approximately $132 and $749, respectively. A 1-percentage-point decrease in the assumed health care cost trend rate
would have decreased aggregate service and interest costs and the APBO by approximately $118 and $688, respectively.
The projected payments to beneficiaries under the respective plans for each of the five fiscal years subsequent to June 30, 20X2, are as follows:
Pension Benefits
$7,240
$7,494
$7,830
$8,254
$8,749

20X3
20X4
20X5
20X6
20X7

Other Postretirement Benefits
$1,453
$1,618
$1,823
$1,996
$2,206

Projected aggregate payments for pension benefits and other postretirement benefits for the five-year period ending June 30, 20Z2, are $53,865 and $14,306,
respectively. The University’s estimated contributions to the defined benefit pension plan for the year subsequent to June 30, 20X2, are $7,300.
DEFINED BENEFIT PLAN ASSETS
The defined benefit pension plan’s assets are summarized as follows at June 30:
20X2
—
120,150
$120,150

Employer contributions receivable
Investments

20X1
$ 11,000
106,331
$117,331

$

Contributions receivable from the University in the amount of $11,000 at June 30, 20X1, were received on September 29, 20X1.
The plan’s assets are invested in a manner that is intended to preserve the purchasing power of the plan’s assets and provide payments to beneficiaries. Thus, a
rate of return objective of inflation plus 5.0 percent is targeted.
The investment portfolio of the plan, which is invested with external investment managers, is diversified in a manner that is intended to achieve the return
objective and reduce the volatility of returns. The plan relies on a total return strategy in which investment returns are achieved through both capital
appreciation (realized and unrealized) and current yield (interest and dividends) over a long-term time horizon.
Actual and targeted allocations of the plan’s investments by asset class were as follows at June 30:
Short-term investments
Public equities
Fixed income securities
Marketable alternatives
Private equity
Real assets
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Asset allocation targets reflect the need for a modestly higher weighting in equity-based investments to achieve the return objective. Decisions regarding
allocations among asset classes are made when such actions are expected to produce incremental return, reduce risk, or both. The investment characteristics of
an asset class, including expected return, risk, correlation, and its overall role in the portfolio, are analyzed when making such decisions.
The role of each asset class within the overall asset allocation of the plan is described as follows:
• Public equities. Provides access to liquid markets and serves as a long-term hedge against inflation.
• Fixed income securities. Provides a stable income stream and greater certainty of nominal cash flow relative to the other asset classes. Given the low
correlation to other asset classes, fixed income assets also enhance diversification and serve as a hedge against financial turmoil or periods of deflation.
• Marketable alternatives. Enhances diversification and provides opportunities to benefit from short-term inefficiencies in global capital markets.
• Private equity. Provides attractive long-term, risk-adjusted returns by investing in inefficient markets.
• Real assets. Provides attractive return prospects, further diversification, and a hedge against inflation.
Fair value measurements of plan investments at June 30, 20X2, are categorized below by level of the fair value hierarchy according to the lowest level of inputs
significant to each measurement:
Short-term investments
Public equities:
U.S.
Non-U.S.
Long/short strategies
Fixed income securities
Marketable alternatives
Private equity
Real assets

Level 1
$ 5,734

Level 2
$ —

Level 3
$ —

Total
$ 5,734

8,611
8,232
—
21,987
—
—
4,451
$49,015

10,014
10,295
6,498
—
9,223
—
482
$36,512

—
2,659
5,395
—
11,533
9,025
6,011
$34,623

18,625
21,186
11,893
21,987
20,756
9,025
10,944
$120,150

Fair value measurements of plan investments at June 30, 20X1, are categorized below by level of the fair value hierarchy according to the lowest level of inputs
significant to each measurement:
Short-term investments
Public equities:
U.S.
Non-U.S.
Long/short strategies
Fixed income securities
Marketable alternatives
Private equity
Real assets

Level 1
$ 5,006

Level 2
$ 5,661

Level 3
$ —

Total
$ 10,667

7,308
8,090
—
17,405
—
—
1,688
$39,497

8,580
10,554
11,316
—
7,989
—
686
$44,786

—
—
3,404
—
4,888
8,420
5,336
$22,048

15,888
18,644
14,720
17,405
12,877
8,420
7,710
$106,331

Changes in plan investments for which fair value is measured based on level 3 inputs are summarized below for the year ended June 30, 20X2:
Acquisitions
Public equities:
Non-U.S.
Long/short strategies
Marketable alternatives
Private equity
Real assets
(1)

$ 3,000
2,000
6,613
1,276
685
$13,574

Net Realized/
Unrealized Gains(1)

Dispositions
$

—
—
(181)
(1,101)
(299)
$(1,581)

$(341)
(9)
213
430
289
$ 582

Transfers Out
of Level 3

Net Increase/
(Decrease)

$—
—
—
—
—
$—

$ 2,659
1,991
6,645
605
675
$12,575

Included in the actual return on plan assets for the year ended June 30, 20X2.

Changes in plan investments for which fair value is measured based on level 3 inputs are summarized below for the year ended June 30, 20X1:
Acquisitions
Public equities:
Long/short strategies
Marketable alternatives
Private equity
Real assets
(1)

$ —
887
1,495
1,055
$3,437

Net Realized/
Unrealized Gains(1)

Dispositions
$

—
(285)
(1,358)
(203)
$(1,846)

$ 355
650
1,487
739
$3,231

Transfers Out
of Level 3

Net Increase/
(Decrease)

$ —
—
—
(687)
$(687)

$ 355
1,252
1624
904
$4,135

Included in the actual return on plan assets for the year ended June 30, 20X1.
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Transfers out of level 3 primarily reflect the migration to level 2 of assets measured at fair value based on net asset value per share (or its equivalent) that were
eligible for redemption at the reporting date or in the near term. Transfers between levels 1 and 2 were insignificant during the years ended June 30, 20X2 and
20X1.
The plan is committed under contracts with certain investment managers to periodically advance additional funding as capital calls are exercised. Capital calls
are generally exercised over a period of years and are subject to fixed expiration dates or other means of termination. Total commitments of $8,998 and $9,232
were uncalled at June 30, 20X2 and 20X1, respectively.
6.105 NOTE X: PENSION PLAN
The Foundation has a defined contribution plan covering substantially all of its employees. The Foundation’s policy is to contribute 10 percent of employees’
base compensation after two full years of full-time employment. Total pension expense for fiscal years 20X2 and 20X1 was approximately $99,000 and $96,000,
respectively.
6.106 NOTE X: INCOME TAXES [portion of Significant Accounting Policies note]
The [Entity] and the [Affiliated Foundation] are not-for-profit organizations exempt from income taxes under Section 501(c)(4) and Section 501(c)(3),
respectively, of the U.S. Internal Revenue Code. Both the [Entity] and the [Affiliated Foundation] are subject to taxes on unrelated business income. The
[Affiliated LLC] is treated as a disregarded (tax) entity.
The [Entity] and the [Affiliated Foundation] file tax and information returns with the IRS and with various states.
Management evaluated the [Entity’s] and the [Affiliated Foundation’s] tax positions and concluded that each organization had taken no uncertain tax positions
that require adjustment to the consolidated financial statements to comply with the provisions of this guidance. Generally, the [Entity] and the [Affiliated
Foundation] are no longer subject to income tax examinations by U.S. federal, state, or local tax authorities for tax years before 20Y8, which is the standard
statute of limitations look-back period.
At March 31, 20X2, the [Entity] has no unrecognized tax benefits and has recognized no interest or penalties related to taxes during either of the years ended
March 31, 20X2 and 20X1. The [Affiliated Foundation] has unrecognized tax benefits and implemented a settlement with the IRS during 20X2.
6.107 NOTE X: INCOME TAXES [portion of Significant Accounting Policies note]
The Foundation has been determined by the IRS to be a Section 501(c)(3) charitable organization exempt from federal income taxes under Section 501(a) of the
Internal Revenue Code (IRC). The Foundation has been classified as a publicly supported organization and not as a private foundation under Section 509(a)(1) of
the IRC and qualifies for the maximum charitable contribution deduction by donors. As a not-for-profit organization, the Foundation is subject to taxes on
unrelated business income.
The Foundation follows the accounting standard on accounting for uncertainty in income taxes, which addresses the determination of whether tax benefits
claimed or expected to be claimed on a tax return should be recorded in the financial statements. Under this guidance, the Foundation may recognize the tax
benefit from an uncertain tax position only if it is more likely than not that the tax position will be sustained on examination by taxing authorities, based on the
technical merits of the position. The tax benefits recognized in the financial statements from such a position are measured based on the largest benefit that has
a greater than 50 percent likelihood of being realized upon ultimate settlement. The guidance on accounting for uncertainty in income taxes also addresses
derecognition, classification, interest, and penalties on income taxes.
Management evaluated the Foundation’s tax positions and concluded that the Foundation had taken no uncertain tax positions that require adjustment to the
financial statements to comply with the provisions of this guidance. With few exceptions, the Foundation is no longer subject to income tax examinations by
U.S. federal, state, or local tax authorities for years before 20Y9, which is the standard statute of limitations lookback period.
6.108 NOTE X: COMPENSATED ABSENCES [portion of Significant Accounting Policies note]
Institute employees are entitled to paid vacation based upon length of service and other factors. Certain employees also accrue benefits related to sick leave.
The Institute records a liability for these benefits that employees have earned but not yet taken. At September 30, 20X2 and 20X1, accrued compensated
absences of $73,486 and $73,096, respectively, are included in accrued compensation and benefits in the balance sheets. Other compensated absences do not
accumulate and are treated as current-period costs.
6.109 NOTE X: SELF-INSURANCE [portion of Significant Accounting Policies note]
The Organization is self-insured for losses and liabilities related primarily to employee health and welfare claims. Provisions for expenses expected under this
program are accrued based upon the Organization’s estimate of the aggregate liability for claims incurred. The Organization holds a stop-loss policy that limits
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the maximum liability for benefits payable under such claims. Adjustments to expenses resulting from changes in historical loss trends have been insignificant
for the years ended September 30, 20X1 and 20X2. Further, the Organization does not anticipate any significant change in loss trends, settlements, or other
costs that would cause a significant change in net assets.
6.110 NOTE X: SELF-INSURANCE LIABILITY
The University maintains a self-insurance program for medical malpractice liability. This program is supplemented with commercial excess insurance above the
University’s self-insurance retention, which, for the years ended June 30, 20X2 and 20X1, was $7,500 per claim and unlimited in the aggregate. Claims in excess
of $7,500 are subject to an additional self-insurance retention limited to $12,500 per claim and $12,500 in annual aggregate.
The University and Medical Center also maintain a self-insurance program for workers’ compensation and certain other liability claims. The estimated liability
for incurred workers’ compensation and other claims (filed and unfiled) as of June 30, 20X2 and 20X1, was $17,548 and $16,865, respectively.
Under the medical malpractice self-insurance program, the University and Medical Center make annual contributions to a related trust fund at an actuarially
determined rate that is intended to provide adequate funding of the self-insurance liability over a period of years. Actual settlements of medical malpractice
claims may be more or less than the liability estimated by the University.
The medical malpractice self-insurance liability is the estimated present value of self-insured claims that will be settled in the future and considers anticipated
payout patterns as well as interest to be earned on available assets prior to payment. If the present value method was not used, the liability for medical
malpractice self-insurance claims would be approximately $40,000 higher than the amount recorded in the consolidated financial statements at June 30, 20X2.
The interest rate assumed in determining the present value was 3.75 percent. The Medical Center is included under this insurance program and is charged for its
portion of self-insurance costs. The estimated liability for incurred malpractice claims (filed and unfiled) as of June 30, 20X2 and 20X1, was $146,700 and
$$245,861, respectively. The University recorded unrestricted nonoperating actuarial income adjustments of $14,973 and $58,013 during the years ended June
30, 20X2 and 20X1, respectively, which are included in the accompanying consolidated statements of activities.
6.111 NOTE X: SELF-INSURED BENEFITS
The Association self-insures its employee medical and dental benefits. Losses from claims identified under the incident reporting system, as well as provisions
for estimated losses for incurred but not reported incidents, are accrued based on estimates that incorporate the past experience of the Association, as well as
other considerations, including the nature of the claims or incidents and relevant trend factors.
Self-insured risk for employee health benefits is secured through stop-loss insurance policies that protect the Association should total claims exceed a specified
limit in a plan year. This limit was $7,900,000 and $7,600,000 in 20X2 and 20X1, respectively.
The liability as of December 31, 20X2 and 20X1, was approximately $485,000 and $1,116,000, respectively, and is included in accounts payable and accrued
liabilities in the consolidated balance sheets. Benefit expense under this plan was approximately $5,147,000 and $5,865,000 for the years ended December 31,
20X2 and 20X1, respectively. The benefit expense includes claims paid and changes to the reserve for future claims.
6.112 NOTE X: WORKERS’ COMPENSATION
The Ballet’s workers’ compensation insurance policies include self-insured retention limits and fully insured coverage above such limits. Accruals for claims
under the Ballet’s self-insured retention limits are recorded on a claim-incurred basis. The estimated liability for workers’ compensation claims incurred but
unpaid as of June 30, 20X2, of approximately $1,858 is included in accounts payable and accrued expenses in the accompanying consolidated statements of
financial position. As of June 30, 20X2, the Ballet had unused letters of credit totaling $2,500, as required by the Ballet’s insurance carriers. As a result of the
annual renewal of such insurance policies in June 20X2 and negotiations with insurance carriers for prior fiscal years’ policies, the total letters of credit required
by the Ballet’s insurance carriers was adjusted to $2,550 subsequent to fiscal year end.
6.113 NOTE X: COSTS OF DISCONTINUED ACTIVITIES
On July 1, 20X2, the entity discontinued services in its XXX facility. The entity has recorded related costs that are classified as management and general
expenses. A reconciliation of the exit activity liability as of December 31, 20X2 is as follows:
Balance, December 31, 20X1
Termination benefits
Lease termination costs
Accretion
Amortization
Balance, December 31, 20X2

$

—
500,000
150,000
8,500
(132,500)
$ 526,000

[In subsequent years, until and including the year that the liability is liquidated, there should be a note reconciling the opening and closing liability balances.]
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Net Assets
6.114 NOTE X: NET ASSETS
Unrestricted net assets comprise the following at September 30:
20X1
$ 15,072
18,912
1,477
26,432
(13,070)
$ 48,823

Working capital and net fixed assets
Donor advised funds and designated funds
Charitable gift annuities
Undistributed gift-in-kind contributions
Underfunded status of pension plan

20X2
$ (7,744)
30,946
1,894
25,795
(7,826)
$ 43,065

The deficit position for working capital and net fixed assets represents a decision to increase cash funding to programs benefiting families and communities in
fiscal year 20X2, despite a shortfall in donations. The Organization expects to recover this shortfall in future years. The Organization’s objective for financial
liquidity and reserves is to operate in a prudent range of stability, while recognizing the imperative of distributing maximum funds to mission as quickly as
possible. In doing so, the Organization takes into account available borrowings for real estate which has been purchased outright rather than financed.
Temporarily restricted net assets are available for the following purposes at September 30:
20X1
$10,832
35,976
434
1,103
12,061
1,932
30,543
$92,881

Child sponsorship and childcare ministries
Relief and rehabilitation, community development, and Christian impact and leadership projects
Domestic programs
Term endowments, the income from which is expendable to support World Vision programs
Split-interest agreements, the income from which is unrestricted upon the expiration of certain time restrictions
Designated funds
Undistributed gift-in-kind contributions

20X2
$ 4,397
11,156
514
1,095
11,844
1,865
27,980
$58,851

Permanently restricted net assets consist of the following at September 30:
20X1
$5,728
1,117
$6,845

Endowments invested in perpetuity, the income from which is expendable to support World Vision programs
Perpetual trusts

20X2
$5,871
1,441
$7,312

6.115 NOTE X: NET ASSETS
Net assets consist of the following:
General Fund
Unrestricted net assets:
Available for operations
Invested in fixed assets
Beneficial interests in trusts and insurance
Funds held for investment
Total unrestricted net assets
Temporarily restricted net assets:
For program activities
For acquisitions
For fixed assets
Beneficial interests in trusts and insurance
Funds held for investment
Total temporarily restricted net assets
Permanently restricted net assets:
Beneficial interests in trust and insurance
Endowment
Total permanently restricted net assets

Endowment Fund

Property Fund

20X2 Total

$ 796,625
—
—
—
$ 796,625

$

—
—
2,439,001
161,286,500
$163,725,501

$

—
105,363,769
—
—
$105,363,769

796,625
105,363,769
2,439,001
161,286,500
$269,885,895

$ 8,513,818
906,184
10,446,012
—
—
$19,866,014

$

$

—
—
—
—
—
—

$ 8,513,818
906,184
10,446,012
6,827,873
142,286,956
$168,980,843

$

$ 2,041,982
118,093,863
$120,135,845

—
—
—

$ 2,041,982
118,093,863
$120,135,845

$

—
—
—
6,827,873
142,286,956
$149,114,829

—
—
—

$
$
$

$

Net assets were released from donor restrictions by incurring expenses satisfying the restricted purpose or by occurrence of other events specified by donors, as
follows:
June 30
20X2
$ 6,905,598
6,593,456
$13,499,054

Expenditures for program activities, including acquisition of collection items
Expenditures for fixed assets
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6.116 NOTE X: NET ASSETS RELEASED FROM RESTRICTIONS
Net assets were released from restrictions by incurring expenses or making capital expenditures satisfying the restricted purposes as follows:
Year Ended June 30
Acquisition of art
Specific operating activities:
Curatorial and conservation
Education, library, and community programs
Buildings, grounds, and protection services
General operating and other
Net assets released from restrictions used for operations

20X2
$10,299

20X1
$ 9,204

1,137
1,105
3,483
14,079
$19,804

1,257
1,020
3,186
14,194
$19,657

6.117 NOTE X: NET ASSET TRANSFERS [portion of a larger note]
Reclassifications and redesignations of net assets in the statement of activities for the year ended September 30, 20X2, include the effects of out-of-period
reclassifications among unrestricted, temporarily restricted, and permanently restricted net asset categories. The reclassifications decreased unrestricted net
assets by $14,619, decreased temporarily restricted net assets by $2,838, and increased permanently restricted net assets by $17,457. The reclassifications are
primarily due to adjustments made to several individual endowment accounts to reflect donor-imposed restrictions on net appreciation from investments.
Reclassifications and redesignations also include an out-of-period increase in permanently restricted net assets of $4,262. These adjustments are not
considered material to the financial statements.
6.118 NOTE X: WORKING CAPITAL RESERVES
The Agency continues to manage costs closely and to develop its budgets with the goal of building a working capital reserve. This has resulted in increases in
working capital (unrestricted net assets excluding property and equipment net assets) and positive changes in unrestricted net assets from operations over the
past two years ended December 31:
20X2
$255,165
$597,286

Unrestricted net assets (deficit) excluding property and equipment net assets
Changes in unrestricted net assets from operations

20X1
$(267,721)
$ 151,503

The goal is to add $200,000 per year to the working capital reserve until the reserve equals six months of monthly operating expenses. In order to achieve this
goal, in 20X2 the Agency hired additional fund-raising staff to focus on significantly increasing individual donations. This resulted in substantially higher
contributions in 20X2, a trend we expect to continue in future years. Below is a summary of individual contributions for the years ended December 31:
Individual contribution revenue, unrestricted, temporarily restricted and new Charitable Remainder Trust

20X2
$451,573

20X1
$165,371

The Agency also continues to seek available funding opportunities and cultivate our relationships with national foundations. This stewardship has resulted in
invitations to apply for several new grants.
6.119 NOTE X: LONG-TERM RESERVE
The entity’s board of directors designated a portion of the entity’s accumulated unrestricted net assets as a long-term reserve contingency fund to be used in the
event of a significant shortfall in revenues. The board may annually direct that certain amounts of unrestricted net assets be designated as additions to the
long-term reserve. During 20X2, the board added $50,000 to the long-term reserve.
6.120 Because many clubs sell capital stock to their members, disclosure about such equity may be made. See also a sample “Members’ Equity” section of a
statement of financial position in section 1 of this publication.
6.121 Some clubs repurchase a member’s stock only when a new member has applied and paid for the stock, as disclosed in the following note.
6.122 NOTE X: MEMBERS’ EQUITY
Members’ equity is recorded at amounts specified in the bylaws for voting memberships. Upon the termination of a membership and the assumption of the
membership by a new member, the withdrawing member is entitled to receive the greater of $3,500 or the book value of the membership ($4,239 and $4,188
at February 28, 20X2 and 20X1, respectively). As of February 28, 20X2 and 20X1, there were 12 and 14 members, respectively, who had requested termination
of their membership upon application by a new member.
6.123 Other clubs will repurchase members’ stock upon request, as disclosed in the following note.
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6.124 NOTE X: MEMBER EQUITY
The club has agreed to purchase its members’ shares at $2,250 per share when members terminate their membership in the club. At September 30, 20X2 and
20X1, there were 287 and 274 shares, respectively, held by members. The obligation to redeem the shares is recorded as a liability on the balance sheet.
6.125 FASB ASC 480, Distinguishing Liabilities from Equity, requires an entity that has mandatorily redeemable equity shares to recognize a liability for the
redemption. However, the provisions of this statement have been deferred.
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Section 7: Disclosures Related Primarily to the Statement of
Activities and Related Statements ............................................
7.01 These sample notes are not necessarily complete for any given entity’s circumstances.
7.02 See also section 6 for notes describing balance sheet amounts, many of which have effects on the statement of activity.

Measure of Operations
7.03 According to Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 958-225-45-9, in addition to classifying revenues,
gains, and losses within classes of net assets, within a class or classes of changes in net assets, a not-for-profit entity (NFP) may classify items as operating and
nonoperating. Because this paragraph essentially permits each entity to define operations as it wishes, wide variety is found in practice among entities that
choose to present such a measure. Disclosure of the definition used is required. See also some of the sample statements of activities in section 2 of this
publication.
7.04 NOTE X: MEASURE OF OPERATIONS
The Museum includes in its measure of operations all revenue and expenses that are integral to its programs and supporting activities, net assets released from
donor restrictions to support operating expenditures, and transfers from Board-designated and other nonoperating funds to support current operating
activities. The measure of operations includes support for operating activities from restricted net assets and unrestricted net assets designated for long-term
investment (the donor-restricted and quasi-endowment) according to the Museum’s spending policy. The measure of operations excludes endowment support
for nonoperating and restricted operating activities; investment return in excess of amounts made available for current support; additions to restricted and
designated net assets; pension-related changes other than net periodic pension cost; changes in net assets of split-interest agreements, after providing for any
operating revenue or support; changes in net assets pertaining to acquisition and deaccession of collection items and related insurance settlements; fees
received for art-lending activities; depreciation of capital expenditures, except for those related to auxiliary activities and acquired computer systems and
equipment; gains/losses on disposal or sale of fixed assets; noncapitalized expenditures; liability recognition for legal obligations to perform asset retirement
activity; the entire effect of interest rate swaps; interest income relating to the Debt Service Fund, which pertains to the Dormitory Authority loan agreements;
certain miscellaneous charges; and revenue unrelated to operating activities.
7.05 NOTE X: MEASURE OF OPERATIONS
The University’s measure of operations presented in the consolidated statements of changes in unrestricted net assets includes revenues from tuition and fees,
grants, and contracts; unrestricted contributions designated for operations; accumulated investment return distributed under the University’s spending policy;
and revenues from auxiliary enterprises and other sources, such as licensing and conferences. Other additions include net assets released from restrictions based
upon their expenditure in support of operations or net assets made available for operations by virtue of the expiration of a term restriction. Operating expenses
are reported by functional categories, after allocating costs for operations and maintenance of plant, interest on indebtedness, and depreciation.
Nonoperating activities presented in the consolidated statements of changes in unrestricted net assets include unrestricted contributions designated by the
University for endowment or investment in buildings and equipment, investment return in excess of or less than the amount distributed for operations under
the spending policy, any gains or losses on debt-related derivative instruments, and certain net pension and postretirement benefits-related changes in net
assets. Other nonoperating changes in unrestricted net assets include the net activities of the consolidated limited liability company described in Note F and
Note Y, the effect of changes in donor intent with respect to endowment and other funds, and other activities considered unusual or nonrecurring in nature.
Nonoperating net assets released from restrictions generally reflect the expenditure of net assets restricted to investment in land, buildings, and equipment.
7.06 NOTE X: OPERATIONS
Operating results in the consolidated statements of activities reflect all transactions increasing or decreasing net assets except those items of a long-term
capital nature (classified as nonoperating activities), such as contributions of principal assets, donor-advised funds, and reinvested investment income, and
gains and losses on investments. Transfers from nonoperating activities to operating activities represent dollars that are transferred to match grants that have
been committed from funds previously classified as nonoperating. The transfers are primarily from donor-advised funds.
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7.07 NOTE X: MEASURE OF OPERATIONS
The Society uses the “change in net assets from operating activities” as the measure of net assets that are available to support current and future programs and
services. Operating activities include all revenues and expenses related to carrying out the Society’s mission. Nonoperating activities include bequest and trust
income restricted for endowment, changes in beneficial interests in perpetual trusts held by others, actuarial adjustments to the Society’s frozen pension plan,
and other activities considered to be of a more unusual or nonrecurring nature. In addition, in 20X1, the Society adopted a spending policy under which a
predetermined amount of investment return is authorized to fund operations. The difference between the actual investment return and the amount authorized
to fund operations is reported as nonoperating.
7.08 NOTE X: MEASURE OF OPERATIONS
The Museum includes in its measure of operations all revenues and expenses that are an integral part of its programs and supporting activities. The measure of
operations includes investment income equal to a defined spending rate and interest earned from short-term investments on cash held for working capital. It
excludes net assets released for capital campaign, preconstruction costs for the building expansion program, transfer due to change in designation, purchases
and sales of collection items, investment return in excess of the spending rate, gain on sale of real assets, investment return on nonendowment assets, pension
related charges other than net periodic benefit cost, net asset reclassification based on change in law, and board designated contributions and activities.

Contributions Received, Including Government Grants
7.09 See also the examples relating to contributions receivable in section 6.
7.10 FASB ASC 958-605-45 allows entities a choice of how to report the following:
1. Donor-restricted contributions whose restrictions are met in the same reporting period (either as unrestricted revenue, or as temporarily restricted
revenue, and as net assets released from restrictions) provided that an NFP has a similar policy for reporting investment gains and income, reports
consistently from period to period, and discloses its accounting policy.
2. Gifts of long-lived assets and gifts of cash restricted for the acquisition of long-lived assets as revenue, either ratably over the useful life of the assets (if it
is an NFP’s accounting policy to imply a time restriction that expires over the useful life of the donated assets) or in full immediately upon placing the
assets in service.
The method used must be disclosed.
7.11 NOTE X: CONTRIBUTIONS
Contributions are recognized as revenues in the period received or when an unconditional promise to give has been made. Contributions and investment income
subject to donor-imposed stipulations that are met in the same reporting period are reported as unrestricted revenues.
Unconditional promises to give with due dates scheduled after the statement of financial position date are shown as increases in temporarily or permanently
restricted net assets, depending on the nature of the restrictions involved. Temporarily restricted net assets are released to unrestricted net assets when the
related purpose, time restrictions, or both are met. Conditional promises to give are not recognized until they become unconditional, that is, when the
conditions on which they depend are substantially met. Contributions of assets other than cash are recorded at their estimated fair value at the date of the gift.
Contributions scheduled to be received after one year are discounted at rates commensurate with the risks involved. Amortization of the discount is recorded as
additional contribution revenue in accordance with the donor-imposed restrictions, if any, on the contributions. An allowance for uncollectible contributions
receivable is provided based upon management’s judgment including such factors as prior collection history, type of contribution, past due amounts, and the
nature of fund-raising activity.
The College reports contributions of land, buildings, or equipment as unrestricted support unless the donor places restrictions on their use. Contributions of cash
or other assets that must be used to acquire or construct long-lived assets are reported as unrestricted support to the extent the funds have been expended for
the stipulated acquisition or construction; otherwise, the contributions are reported as temporarily restricted support.
7.12 NOTE X: REVENUE RECOGNITION
All contributions are recognized as revenue when received or unconditionally promised to the Ballet. The Ballet classifies gifts of cash and other assets as
temporarily or permanently restricted support if received with donor stipulations that limit the use of the contributions. When such restrictions expire, that is,
when a stipulated time restriction ends or a purpose restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net assets and
reported as net assets released from restrictions. Temporarily restricted contributions are reported as unrestricted support when the restriction is met in the
same period as the contribution is received or when appropriated for expenditure by the Board. Conditional promises to give are not recognized as revenue until
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the conditions are substantially met. Investments received as gifts are initially recorded at estimated fair value at the date of donation. The Ballet’s irrevocable
interest in split interest agreements is recognized as revenue at the time such agreements are made known to the Ballet.
Fixed assets that are acquired with resources restricted for such acquisition are considered to be temporarily restricted and are released from restrictions over the
estimated useful life of the asset.
7.13 NOTE X: SUPPORT, REVENUE, AND DEFERRED REVENUE
Contributions are recognized when received or earned. Contributions received are recorded as unrestricted, temporarily restricted, or permanently restricted
support, depending on the existence or nature of any donor restrictions. All donor-restricted support is reported as an increase in temporarily or permanently
restricted net assets, depending on the nature of the restriction. When a restriction expires (that is, when a stipulated time restriction ends or purpose
restriction is accomplished), temporarily restricted net assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets
released from restrictions.
Affiliates’ membership fees are recognized monthly when earned. Revenue received for these fees, which relate to subsequent years, has been reflected as
deferred revenue.
Event revenue is recognized when earned. Revenue received for events, which relates to subsequent periods, is reflected as deferred revenue.
The Organization has a lease agreement for rental space in [City]. Under the terms of the lease agreement, the Organization will occupy its office space for 3
months free of charge during the first year of the agreement, followed by 12 months of reduced rent. The benefits that the Organization received from the free
and reduced rate months and rent increases in future years are being allocated on a straight-line basis over the term of the lease as an offset against each
period’s occupancy expenditures. In addition, a landlord improvement allowance was provided for leasehold improvements. This benefit is being recognized on
a straight-line basis over the life of the lease agreement. The unamortized portion of these incentives is reported as deferred rent on the accompanying
statement of financial position.
7.14 NOTE X: REVENUE RECOGNITION
REVENUE RECOGNITION
Memberships and program fees which are paid in advance are deferred and subsequently recognized as revenue during the duration of the membership and in
the period in which they are earned, respectively.
CONTRIBUTIONS
Contributed materials and equipment are reflected as contributions in the accompanying statements at their estimated values at date of receipt. Contributions
received that relate to the Academy’s core activities are classified as unrestricted.
Contributions received with donor-imposed restrictions that are met in the same year as received are reported as revenues of the temporarily restricted net
asset class and a reclassification to unrestricted net assets is made to reflect the expiration of such restrictions. Contributions received for specific events are
recognized upon the date of the event. Contributions for capital improvements are released when the capital asset is placed in service.
Contributions are reviewed for collectibility and reserves for uncollectible amounts are established when needed. At June 30, 20X2 and 20X1, 38 percent and 27
percent of contributions receivable were due from three donors, respectively. During fiscal years 20X2 and 20X1, 28 percent and 22 percent of contribution
revenue was received from three donors, respectively.
GRANTS
Grants that are considered exchange transactions are recorded as revenue when earned, which is generally when the related expenditures are incurred. Grants
that are considered nonexchange transactions and are unconditional are recorded when the Academy receives notification of the grant award. Grants receivable
are reviewed by management for collectibility and reserves for uncollectible amounts are established when needed. There was no allowance against grants
receivable at June 30, 20X2 and 20X1.
7.15 NOTE X: REVENUE RECOGNITION
Membership dues are recognized as revenue in the membership period to which the dues relate. Accordingly, dues paid by members in advance of the
membership period are reported as deferred membership revenue in the accompanying statements of financial position.
Revenue and the related costs of conferences, workshops, seminars, and sponsorships are recognized in the year in which the conferences, workshops, or
seminars are held. Accordingly, registrations and sponsorships received in advance of the conferences, workshops, or seminars are recorded as deferred
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conference revenue in the accompanying statements of financial position. Expenses paid in advance of the conferences, workshops, or seminars are recorded as
prepaid expenses and other assets in the accompanying statements of financial position.
Advertising revenue is recorded in the period the commitment is made.
Publication revenue is recorded when the related publication is shipped and is reported in the accompanying statements of activities net of any discounts.
Subscription revenue is recorded as deferred subscription revenue upon receipt and is recognized as revenue ratably over the subscription period.
The Association reports gifts of cash and other assets as temporarily restricted support if they are received with donor stipulations that limit the use of donated
assets. When a donor restriction expires, that is, when a stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted net assets
are reclassified to unrestricted net assets and reported in the statements of activities as net assets released from restrictions.
Unrestricted contributions, grants, and sponsorships are reported as revenue in the year in which the payments are received, unconditional promises are made,
or both.
Donated equipment and services are recorded at their estimated fair value as of the date of the donation. Donated equipment and services include the value of
software and services to support the annual [Association] Endowment Study and the annual conference, along with various other conferences and seminars. For
the years ended May 31, 20X2 and 20X1, the donated equipment and services totaled $310,000 and $324,150, respectively.
7.16 NOTE X: REVENUE RECOGNITION
The Institute’s revenue recognition policies are as follows:
TUITION AND FEES
Student tuition and fees are recorded as revenues during the year the related academic services are rendered and displayed net of financial aid on the
statements of activities. Tuition and fees totaled $81,826 and $76,439 for the years ended September 30, 20X2 and 20X1, respectively.
Student financial aid totaled $47,696 and $45,690 for the years ended September 30, 20X2 and 20X1, respectively. Student tuition and fees received in advance
of services to be rendered, net of applicable financial aid, are recorded as deferred revenue.
INVESTMENT RETURN (LOSS)
Investment transactions are recorded on the trade date. Investment income and realized and unrealized gains and losses, net of investment management fees,
are reported as increases or decreases to the appropriate net asset category.
GIFTS
Unconditional promises to give are recorded as revenues in the year received. Noncash gifts are recorded at fair value using quoted market prices, market prices
for similar assets, independent appraisals, or as estimated by Institute management. Gift revenue from contributions to be collected in the form of securities or
other investments is adjusted at each year end to reflect the year-end value of securities, investments to be contributed, or both.
Donor-restricted gifts, which are received and either spent, or deemed spent, within the same year are reported as unrestricted revenue. Gifts of long-lived
assets with no donor-imposed time restrictions are reported as unrestricted revenue in the year received. Gifts restricted to the acquisition or construction of
long-lived assets are reported as temporarily restricted revenue and released to unrestricted net assets when long-lived assets are placed in service. Gifts that
are subject to time or other purpose restrictions are reported as temporarily restricted revenue and released to unrestricted net assets when donor restrictions
are fulfilled. Gifts received for endowment investment are held in perpetuity and recorded as permanently restricted revenue. Conditional promises to give are
not recorded until donor-imposed conditions have been substantially met. Conditional promises to give totaled $126,022 and $113,163 at September 30, 20X2
and 20X1, respectively. Payments received related to conditional promises for which conditions have not been met totaled $4,600 and $0 at September 30,
20X2 and 20X1, respectively, and are included in deferred revenue and refundable advances in the balance sheets.
GRANTS AND CONTRACTS
Revenues from grants and contracts are reported as increases in unrestricted net assets as allowable expenditures under such agreements are incurred.
Substantially all U.S. government grants and contracts awarded to the Campus provide for the reimbursement of indirect facilities and administrative costs
based on rates negotiated with the Office of Naval Research, the Campus’ federal cognizant agency for the negotiation and approval of facilities and
administrative and other indirect cost rates. Costs related to the performance of activities under the [Research Facility] contract are reimbursable by [Federal
Agency]. Amounts received in excess of expenditures are recorded as deferred revenue.
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AUXILIARY ENTERPRISES
Revenues from supporting services, such as dining facilities, faculty and student housing, and bookstores, are recorded at time of delivery of products or
services. Amounts received in advance of deliveries of products or services are recorded as deferred revenue.
7.17 NOTE X: CONTRIBUTIONS AND BEQUESTS
All contributions are considered available for the general programs of the Association, unless specifically restricted by the donor. The Association reports
monetary gifts as temporarily restricted support if they are received with donor stipulations that limit their use or are subject to time restrictions. A donor
restriction expires when a stipulated time restriction ends or when a purpose restriction is accomplished. Upon expiration of the restriction, temporarily
restricted net assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets released from restrictions.
The Association is the beneficiary under various wills and trust agreements of which the total realizable amount is not presently determinable. Such amounts
are recorded when a will is declared valid by a probate court and the proceeds are measurable.
The Association records unconditional promises to give that are expected to be collected within one year at net realizable value. Unconditional promises to give
that are expected to be collected in more than one year are recorded at the present value of their estimated future cash flows. The discounts on those amounts
are computed at the date of gift using risk-adjusted interest rates applicable to the years in which the promises are expected to be received, ranging from 0.2
percent to 3.9 percent. Accretion of the discounts is recognized as contribution revenue using the effective interest method.
The Association recognizes conditional promises to give when the conditions stipulated by the donor are substantially met. A conditional promise to give is
considered unconditional if the possibility that the condition will not be met is remote.
7.18 NOTE X: CONTRIBUTIONS, GRANTS, BEQUESTS, AND NATIONAL PROGRAM SUPPORT
Contributions and grants to the Organization are recognized as revenue upon the receipt of the earlier of either (a) unconditional pledges or commitments or (b)
cash or other assets. Contributions and grants are considered available for unrestricted use unless the donors restrict the use thereof, either on a temporary or
permanent basis. Contributions and grants to be received after one year are discounted at an interest rate commensurate with the risk involved. Bequests are
recorded when a will has been through probate and is declared valid and the amount to be received can be reasonably estimated and payment is probable.
Donated securities are recorded at their fair market values on the dates of the gifts and, except when otherwise required by the donor, are immediately sold by
the Organization. During October 2012, the Financial Accounting Standards Board issued Accounting Standards Update (ASU) No. 2012-05, Not-for-Profit
Entities: Classification of the Sale Proceeds of Donated Financial Assets in the Statement of Cash Flows, which provides that if a not-for-profit entity’s policy is to sell
donated securities upon receipt, then such contributions should be classified as operating activities in the consolidated statement of cash flows, unless the
donor restricted the use of the contributed resources to long-term purposes, in which case those cash receipts should be classified as cash flows from financing
activities. The Organization has retrospectively adopted the ASU in 20X2 and has reflected contributions of donated securities as cash flow from operating
activities for the years ended June 30, 20X2 and 20X1.
The effect of such retrospective adoption of the ASU on the Organization’s previously reported 20X1 consolidated statement of cash flows was an increase in
cash flows from operating activities and a decrease in cash flows from investing activities of $20,558,109, the amount of donated securities received in 20X1.
The National Program Support Plan (NPS) is a membership program between the Organization and [Affiliated Entities]. NPS requires affiliates to pay quarterly
membership dues to the Organization for the support and national visibility the Organization provides as well as the right to use the Organization brand. The
revenue is recognized as an increase to unrestricted net assets as the membership fees become due.
7.19 NOTE X: CAMPAIGN RECEIVABLES
Campaign receivables consist of amounts due from companies and employees for charitable giving campaigns facilitated by the [Area] regional office. The
allowance for doubtful accounts is calculated based upon actual collections from previous campaigns. Once a campaign has been completed, remaining
balances in campaign receivables and donor designation payable (which is shown in the consolidated statements of financial position as “Amounts Raised on
Behalf of Others—ARBO”), net of allowances for doubtful accounts and estimated future collections or distributions, are written off through Campaign efforts
revenue.
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7.20 NOTE X: CONTRIBUTIONS, BEQUESTS, AND OTHER RECEIVABLES
Contributions, bequests, and other receivables consist of the following at December 31, 20X2:
Bequests
Contributions and other receivables
Capital campaign
Grants

$12,072,072
6,331,40
4,455,252
101,032
18,959,760
(652,800)
(26,945)
$18,280,015

Less allowance for uncollectible contributions and bequests (5%)
Less discount on multiyear contributions and bequests (2.75%)
Total contributions, bequests, and other receivables, net

Contributions, bequests, and other receivables are expected to be collected in:
Less than one year
One to five years

$17,150,986
1,808,774
$18,959,760

7.21 NOTE X: FEDERATED FUND-RAISING AGREEMENTS
The entity’s divisions have agreements with various United Way agencies across the United States to participate in solicitations for contributions from
employees of businesses and industrial communities.
The amount the entity recognized as support from the United Way campaigns of approximately $36,664,000 for the fiscal year ended June 30, 20X2, is based
primarily upon formulas contained in the agreements. These amounts are net of United Way fund-raising expenses. The divisions received approximately
$4,893,000 from other fund-raising entities for the fiscal year ended June 30, 20X2.
7.22 NOTE X: FEDERATED SERVICES
Support from the public received through allocations from federated services was as follows:
20X2
$2,032,539
258,273
135,820
271,132
$2,697,764

United Way of [City]
United Way of [Region]
United Way of [County]
Other

20X1
$2,062,542
259,078
166,333
296,913
$2,784,866

The $2,697,764 previously shown was pledged to the entity before September 30, 20X2, and has been recorded as “public support” in the statement of
activities for fiscal 20X2. Such amount is paid to the entity over a period of months and is expected to be fully paid in fiscal 20X3. The $834,413 reflected in the
statement of financial position at September 30, 20X2, as contributions receivable from the United Way represents that portion of the previous $2,697,764,
which is unpaid at that date.
7.23 NOTE X: GOVERNMENT GRANT RECEIVABLES
Government grants receivable consist of the following at June 30, 20X2 and 20X1:
20X2
$ 3,729,290
2,883,943
7,750,365
2,870,855
17,234,453
(279,000)
$16,955,453

Due from [City] (primarily for capital projects)
Due from [City] for urban advantage
Due from [State] (primarily for capital projects)
Due from federal agencies
Gross government grants receivable
Less: allowance for doubtful accounts
Government grants receivable, net

20X1
$ 2,476,980
3,090,212
5,572,148
2,360,542
13,499,882
(279,000)
$13,220,882

The Museum is also the recipient of government grants that have been awarded primarily for research and education that will be recorded as revenue in the
future as the terms of the respective agreements are satisfied. The remaining balances of these grants, which have not been reflected in the accompanying
consolidated financial statements at June 30, 20X2, total approximately $13,245,000.
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7.24 NOTE X: GRANT REVENUE
Grant revenue on cost-reimbursement grants is recognized when we incur the mission program expenses. At that time, we recognize revenue and a receivable
from the granting agency. These grant programs are subject to independent audit under the Office of Management and Budget Circular A-133 and review by
grantor agencies. These audits and reviews could result in the disallowance of expenditures under the terms of the grant or reductions of future grant funds.
Based on prior experience, we believe that any costs ultimately disallowed would not materially affect our consolidated financial position.
7.25 NOTE X: FEDERAL AND STATE GRANTS
The Department of Health and Human Services’ Centers for Disease Control (CDC) awarded the Foundation a federal grant in support of the [Association Resource
Center] and [disease] prevention and control. The purpose of the grant is to support and encourage early detection or survivorship of [disease] in underserved
populations. The grant, which is based upon allowable expenses paid, is awarded each year and is subject to annual renewal.
The [Disease] Prevention & Research Institute of Texas awarded the Foundation a grant for the August 20X0 to July 20X2 term in support of health promotion,
public education, and outreach programs. The grant is based upon allowable expenses paid.
During the years ended December 31, 20X2 and 20X1, the Foundation incurred reimbursable expenditures of $495,761 and $844,856, respectively.

PASS-THROUGH GIFTS
7.26 Certain entities, such as community foundations, conduct fund-raising campaigns to raise funds for other (member) agencies. The amounts raised are
usually distributed to the participating agencies based upon a predetermined formula. However, as part of the campaign, the foundation might receive
contributions designated for one or more specified agencies. These should be accounted for as agency transactions, that is, a liability to the designated agency
should be recorded using the guidance provided in FASB ASC 958-605. However, if the donor grants the foundation variance power, that is, the unilateral ability
to override the donor’s designation, the transaction should be treated as a contribution.
7.27 NOTE X: CAMPAIGN FUNDS PAYABLE TO MEMBER AGENCIES [portion of Accounting Policies note]
Pledges that are designated by donors to one or more of [Entity’s] member agencies are recorded as campaign funds payable to member agencies. Cash received
from campaigns is allocated to each participating member agency in the ratio of designated pledges from the relevant campaign, together with the pro rata
share of undesignated pledges, to the total cash received. Prior to the monthly distribution of the campaign receipts to the member agencies, board-approved
expenses are deducted and recorded as administrative charges for raising funds on behalf of others.
7.28 NOTE X: PURPOSE OF THE ENTITY [portion of Accounting Policies note]
The campaign collects voluntary contributions and distributes them to its federated groups and other charitable entities in accordance with donor designations.
In accordance with the rules and regulations of the campaign, undesignated contributions are allocated to the XXX activities programs up to X percent of gross
pledges. All expenses are charged to each federated group and charitable entity in proportion to their share of support from the campaign.
7.29 NOTE X: CUSTODIAL FUNDS [portion of Accounting Policies note]
Since 1983, Congress has allocated $3.7 billion to the Department of Homeland Security’s Federal Emergency Management Agency (FEMA) to provide
emergency food and shelter to needy individuals throughout the country. In 1983, a national board was convened to distribute these funds through the
Emergency Food and Shelter Program (EFSP), a separate congressionally authorized program of FEMA, which is not consolidated into the Organization’s
financial statements. The Organization was appointed fiscal agent for EFSP. In addition to the Organization, other charities are members of the national board.
As fiscal agent, The Organization is the custodian of the funds and is responsible for the administration and disbursement of grants as directed by the national
board. The Organization charged certain administrative expenses to EFSP totaling $272,000 and $270,000 for the years ended December 31, 20X2 and 20X1,
respectively. In 20X2 and 20X1, approximately $80,747,000 and $200,856,000, respectively, were distributed in the form of grants to other charitable
organizations. As of December 31, 20X2 and 20X1, undistributed balances of $9,426,279 and $5,574,449, respectively, were included in custodial funds, with a
corresponding liability in the accompanying consolidated statements of financial position.
As of December 31, 20X2 and 20X1, the Organization’s custodial funds totaled $16,848,517 and $16,470,798, respectively. This total, as of December 31, 20X2
and 20X1, included $5,733,347 and $9,370,199, respectively, designated for amounts raised on behalf of others. Short-term custodial funds consist of cash and
cash equivalents. Long-term custodial funds consist of U.S. government agency notes, common collective trusts, corporate bonds, and equity securities.
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7.30 NOTE X: AMOUNTS RAISED IN CAMPAIGNS
Public support on the statement of activities is presented net of estimated campaign expenses and shrinkage of the campaigns. [Entity] includes funds raised in
campaigns that distribute directly to its member agencies if [Entity] has had substantial involvement in that campaign. The following table presents gross
pledges raised by [Entity] and the reconciliation to net amounts raised in campaigns.
Gross pledges
Shrinkage
Campaign expenses
Net pledges

$15,149,789
(732,028)
(1,202,931)
$13,214,830

7.31 Balance Sheet [portion]
Assets
Pledges receivable (net of allowance for uncollectible pledges of $882,323)
Other assets
Liabilities
Campaign funds payable to member agencies
Other liabilities

9,292,740
—
10,652,647
—

7.32 Statements of Activities [portions]
Changes in Unrestricted Net Assets
Amounts Raised in Campaigns (Net of campaign expenses and shrinkage—
see Note X)
Campaign No. 1
Campaign No. 2
State campaigns
Local campaigns
Private campaigns
Total net amounts raised in campaigns
Less amounts raised on behalf of others
Public support designated to [ Entity]
Revenue, Gains, and Other Support
Administrative charges for raising funds on behalf of others
Net campaign results and revenues
Campaign results:
Pledges
Less: uncollectible pledges
Net campaign results
Amounts distributed to participating agencies in accordance with donor
designations
Amounts withheld to cover operating expenses
Revenues:
Interest
Total support and revenue

$ 6,104,352
1,594,976
2,963,224
717,359
1,834,919
13,214,830
12,521,637
693,193
2,462,519
$10,143,374
(1,264,000)
8,879,374
7,794,355
1,085,019
14,335
$ 1,099,354

7.33 NOTE X: DONOR ADVISED AND DESIGNATED FUNDS [portion of Significant Accounting Policies note]
These assets represent amounts available for distribution in donor advised funds and designated funds (the Funds). The Funds are established only for
charitable, religious, or educational purposes and are used for the support of charitable organizations whose purposes are not contrary to the values of the
Organization. Assets of the Funds include the initial gift made in creating the fund, any subsequent property gifts made into the Funds, and all income and
other proceeds from the foregoing property. The Organization recognizes income to the Funds when assets are contributed.
The Funds are the property of the Organization and may be commingled with other funds held by it. The Organization has ultimate authority and control over all
property in the Funds; however, some designated funds have donor imposed restrictions. Grants from the Funds are initiated differently for donor advised funds
and designated funds. For donor advised funds, donors typically recommend which other organizations should receive grants from their donor advised fund.
The Organization usually follows such recommendations, though it is not required to do so. All grants made to other organizations from donor advised funds are
recorded as gifts to other ministries under program expenses. For designated funds, agreements generally include terms stating the recommendations of the
donor as to the amount, timing, and purpose of the distributions to the Organization’s programs, which the Organization typically follows. Donor-imposed
restrictions are honored by the Organization. Grants of designated funds are recorded as program expenses.
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CHALLENGE GRANTS, OTHER CONDITIONAL PROMISES TO GIVE, AND INTENTIONS TO GIVE
7.34 NOTE X: CONDITIONAL PROMISE TO GIVE
At June 30, 20X2, the entity had a conditional matching promise to give of $4,704,699 benefiting the [Program]. If matching funds of that amount are raised by
December 31, 20X2, the entity will receive forgiveness of notes payable of $3,136,466 and cash contributions of $1,568,233. The entity has raised $3.1 million in
cash from private and internal sources, another $600,000 in promises to give, and expects the entire match to be completed and verified by December 31, 20X2.
7.35 NOTE X: CONTRACTS AND GRANTS
The University has been awarded approximately $9,900,000 in contracts and grants at September 30, 20X2, which have not been received or expended. These
awards, which represent commitments of sponsors to provide funds on a cost-reimbursement basis for research and training projects, will not be reflected in
the financial statements until reimbursable activities have been conducted in accordance with the provisions of the grants.
7.36 NOTE X: FEDERAL GRANTS
The museum was awarded a grant of $900,000 under the National Endowment for the Humanities (NEH) Challenge Grant Program. The award is subject to
certain conditions, including availability of federal appropriations in the amount of $300,000 per year for each of 3 years beginning October 1, 20X2, and
matching by the museum, in the ratio of 1:3 by nonfederal contributions.
To date, the museum has raised approximately $870,000, including pledges but excluding the NEH grant, in connection with this fund-raising effort.
Management anticipates that sufficient funds will be raised to satisfy the full 1:3 match condition of the NEH grant.
7.37 NOTE X: NATIONAL ENDOWMENT FOR THE HUMANITIES
During fiscal 20X1, the college received approval for an $800,000 challenge grant from the National Endowment for the Humanities (NEH). The grant will be
used to establish perpetual endowments for the college’s humanities programs, specifically in scholarships ($300,000), faculty ($300,000), and library
($200,000).
NEH will fund $200,000, which is contingent on funding by Congress, and the college is required to raise matching funds of $600,000 over a 3-year period,
which commenced October 1, 20X1. The college’s matching funds must include cash contributions of at least $200,000; the remaining $400,000 may include
cash contributions or contributions other than cash.
At June 30, 20X2, the college has raised $161,331 in cash contributions. In anticipation of successfully meeting subsequent fund-raising requirements and
future funding by Congress, such amounts have been recorded in a separate fund in the permanently restricted class of net assets.
7.38 NOTE X: CHALLENGE GRANT
In 20X1, the museum was awarded a $500,000 grant by the National Endowment for the Arts (NEA) to assist in the establishment of a 10-year term endowment
for the fine arts exhibitions ($300,000) and to create a 10-year working capital reserve ($200,000). Under the terms of the grant, the museum must meet
certain terms and conditions by June 30, 20X3, including the collection of $1,500,000 of eligible matching contributions designated for the fine arts
endowment fund. As of June 30, 20X2, the eligible matching amounts are reflected in the financial statements as follows:
Collected
Contributions receivable, from living donors
Bequests, from estates in the process of settlement
Total

$ 400,000
180,000
620,000
$1,200,000

7.39 NOTE X: THIRD-PARTY REIMBURSEMENT ARRANGEMENT
The entity receives a substantial portion of its revenues from [State] under a grant with the State’s Department of Community Affairs. This grant is renewed on
an annual basis, with the level of funding determined annually. Revenue is recognized on a reimbursement basis only to the extent of allowable expenses
incurred. The grant requires both in-kind and cash matches as follows:
Grant Period
11-1-X1 to 10-31-X2
10-1-X2 to 9-30-X3

Grant
[grant number]
[grant number]

Cash Match
$6,846
$7,218

In-Kind Match
$40,200
$42,480

The entity met its cash match and met its in-kind match through the contribution of fruit and vegetables from [State] Farm Share and from services contributed
by law students. These in-kind contributions were not recorded in the accompanying financial statements because, as pass-through gifts, they did not meet the
recognition criteria of generally accepted accounting principles; however, they meet the requirements for in-kind match for the entity’s grant with the
Department of Community Affairs.
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7.40 NOTE X: BEQUESTS
The entity has also been named beneficiary in a number of bequests. These gifts have not been recorded in the accompanying financial statements because the
donors’ wills have not yet been declared valid by the probate court, and the value of the amounts to be received is not yet determinable.
Entity officials believe that the fair market value of assets to be received could be as much as $3,300,000.
7.41 NOTE X: ENDOWMENT CHALLENGE GRANT
During fiscal 20X1, the museum was awarded an $800,000 endowment challenge grant by the National Endowment for the Arts. This 3-to-1 challenge grant
requires the museum to generate additional endowment funds of $2,400,000, while maintaining a base-year level of operating support, as defined, during the
grant period (September 1, 20X1–June 30, 20X5).
As of June 30, 20X2, the museum has received matching endowment gifts and pledges scheduled for payment during the grant period aggregating $1,847,687
and has more than maintained the required base level of operating support to date.
7.42 NOTE X: TESTAMENTARY GIFT
In February of 20W8, the entity was notified of a gift through an estate. The gifted assets were placed in trust by the estate to be held while administration of
the estate is completed. The assets consist primarily of common stock with a market value of $12,473,919 at the effective date of the gift, November 16, 20W9.
As of August 31, 20X2 and 20X1, the estate has released approximately 75 percent of the assets of the trust. A portion of the released assets ($5,200,000 of
common stock) was used to fund the frozen Musicians’ Pension Plan as discussed in Note [number]. The estate has provided for certain contingencies in its initial
allocation of assets to the trust. However, the amount of the remaining distributions from the trust may be adjusted for any cost of estate administration in
excess of the amounts estimated. Remaining distributions are expected in December 20X3. The entity recorded the estimated fair value of this contribution in
fiscal 20X1 in the unrestricted board-designated fund.
7.43 NOTE X: CAPITAL CONTRIBUTIONS RECEIVED
The entity was named as a beneficiary in the will of the late [Donor]. Pursuant to the will, certain assets of the estate are to be contributed to the entity as
permanent endowment, providing that such contribution qualifies for a charitable deduction on the estate tax return filed with the IRS. In 20X2, even though
the audit of the estate tax return was not complete, the entity requested that the court require that the personal representative of the estate make a partial
distribution of estate assets to the entity. To accomplish this transfer, the entity entered into agreements with the personal representatives of the estate and the
trustees of the [Donor] trust. The agreements stipulate the assets were to be distributed to an escrow account and that the entity could buy and sell securities
held in escrow, providing the principal balance originally received from the Estate is left in the escrow account. The income earned from the assets held in
escrow can be transferred to the operating accounts of the entity and will become the unrestricted asset of the entity. Also see Note [number], “Contingencies.”
In connection with the agreements, partial distribution of assets of the [Donor] trust and estate was made on February 22, 20X2. This distribution has been
recorded as permanently restricted revenue at the fair market value of the assets of $27,664,000 on that date. In addition, estimated future distributions of
$15,000,000 are included in bequests receivable.
[Additional disclosure regarding this matter is included under a separate note, “Contingencies,” as in the following example.]
As disclosed in Note X, [brief summary of facts]. Should the IRS determine that the contribution of these assets to the entity does not qualify as a charitable
contribution, the entity will be required to return the principal balance of the assets held in escrow to the estate for redistribution to a qualified charitable
entity. Accordingly, these assets have been classified as restricted assets in the balance sheet. The entity believes the likelihood of these assets being returned to
the estate is remote.

CONTRIBUTIONS OTHER THAN CASH AND MARKETABLE SECURITIES
7.44 NOTE X: CONTRIBUTED SERVICES AND IN-KIND CONTRIBUTIONS
The Association recognizes as contribution revenue and as professional fees expense the fair value of services donated by volunteers in conjunction with the
peer review process by the Grant Review Panel of the [Association Research Foundation] and medical services provided in conjunction with the Association’s
program activities, primarily camps held for children with [disease]. Contributed services for the production of public service announcements and for occupancy
are recorded in printing and publications and occupancy expenses, respectively. The Association recognized approximately $2,870,000 and $2,744,000 in
donated services provided in conjunction with the Association’s activities during the years ended December 31, 20X2 and 20X1, respectively.
Many other volunteers made significant contributions of time to the Association’s program and supporting functions. The values of those contributed services
do not meet the criteria for recognition and, accordingly, are not recognized as revenues and expenses in the accompanying consolidated statement of activities.
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In-kind contributions of supplies are recognized as contribution revenue and supplies expense and totaled approximately $1,952,000 and $2,070,000 for the
years ended December 31, 20X2 and 20X1, respectively.
7.45 NOTE X: IN-KIND CONTRIBUTIONS
The Society produces and distributes public service television, radio, and newspaper announcements that focus attention on [Society Purpose] issues. These
public service announcements are distributed to radio stations and newspapers nationwide and run free of charge. The Society has contracted with an
independent outside agency to track the date and time that each public service announcement runs, and the value of the announcements is based on the date,
time, and market. For the year ended December 31, 20X2, the Society recorded $21,739,674 of contributed public service announcements.
The Society also receives donations of in-kind services, as well as donations of equipment and supplies, in the daily operations of its programs. For the year
ended December 31, 20X2, the Society received $5,110,974 in donated services and $219,177 in donated equipment and supplies.
7.46 NOTE X: GIFTS-IN-KIND
Gifts-in-kind (GIK) received through private donations are recorded in accordance with U.S. generally accepted accounting principles and industry standards,
referred to as the Interagency GIK Standards, as developed by an interagency task force appointed by Accord. Accord is an organization that serves Christian
organizations and churches involved in the shared vision of eliminating poverty, working to achieve the highest standards, principles, and effectiveness in relief
and development. GIK are valued and recorded as revenue at their estimated fair value based upon the Organization’s estimate of the wholesale values that
would be received for selling the goods in their principal exit market considering their condition and utility for use at the time the goods are contributed by the
donor. The Organization does not sell donated GIK and only distributes the goods for program use.
Pharmaceutical contributions legally permissible for sale in the United States are valued using a hierarchy of pricing inputs that approximates wholesale prices
in the United States. Pharmaceutical contributions not legally permissible for sale in the United States are valued based upon wholesale market price data
obtained from a reliable third-party source, in countries representing principal exit markets where such products are approved for sale.
Nonpharmaceutical contributions received by the Organization have been valued at their estimated wholesale value as provided by the donor, as well as
“like-kind” methodology that references U.S. wholesale pricing data for similar products.
GIK expense is recorded when the goods are distributed for program use. Although it is the Organization’s policy to distribute GIK as promptly as possible,
undistributed GIK is recorded as inventory. The inventory is valued at wholesale values estimated by the Organization. The Organization believes that this
approximates the lower of cost or market.
7.47 NOTE X: CONTRIBUTED SERVICES
Total contributed goods and services for the years ended March 31, 20X2 and 20X1, were approximately $75,740,000 and $85,682,000, respectively, and
primarily relate to local television, radio, and newspaper advertising for the [Event] Series and 3-Day Series events. Contributed materials and equipment are
reported as contributions in the accompanying consolidated financial statements at their estimated fair values at date of receipt. Contributed services are
reported in the accompanying consolidated financial statements at the fair value of the services received. The contribution of services is recognized if the
services received (a) create or enhance nonfinancial assets or (b) require specialized skills that are provided by individuals possessing those skills that would
typically need to be purchased if not provided by donation.
In addition, the Organization receives services from a large number of volunteers who give significant amounts of their time to the Organization’s programs,
fund-raising campaigns, and management. No amounts have been reflected for these types of donated services, as they do not meet the criteria outlined above.

Year Ended March 31, 20X2
Public support and revenue
Less:
[Event] Series direct costs
Net public support and revenue
Expenses:
Program services
Supporting services
Total expenses
Change in net assets
Program services as a % of total expense

Amounts Per
Consolidated
Financial
Statements

Value of In-Kind
Contributed
Goods and
Services

Net
Without
In-Kind

$428,896,248

$75,740,465

$353,155,783

(29,931,680)
398,964,568

(8,371,526)
67,368,939

(21,560,154)
331,595,629

318,281,722
75,183,308
393,465,030
$ 5,499,538
81%

52,288,065
18,912,271
71,200,336
$ (3,831,397)
73%

265,993,657
56,271,037
322,264,694
$ 9,330,935
83%

(continued)
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Year Ended March 31, 20X1
Public support and revenue
Less:
[Event] Series direct costs
Net public support and revenue
Expenses:
Program services
Supporting services
Total expenses
Change in net assets
Program services as a % of total expense

Amounts Per
Consolidated
Financial
Statements

Value of In-Kind
Contributed
Goods and
Services

Net
Without
In-Kind

$471,750,158

$85,682,013

$386,068,145

(32,784,398)
438,965,760

(9,475,627)
76,206,386

(23,308,771)
362,759,374

333,734,419
75,243,405
408,977,824
$ 29,987,936
82%

58,496,763
17,395,312
75,892,075
$ 314,311
77%

275,237,656
57,848,093
333,085,749
$ 29,673,625
83%

7.48 NOTE X: DONATED AGRICULTURAL COMMODITIES AND OTHER IN-KIND GIFTS
The Organization receives agricultural and other commodities at no cost from the United States Agency for International Development (USAID), the United
States Department of Agriculture (USDA), the United Nations World Food Programme, and others for distribution under agreements related to specific relief
programs. Commodities that have not been distributed at September 30, 20X2 and 20X1, are carried as undistributed commodities and deferred revenue.
Commodities received from the U.S. government are valued using guidelines published by the Commodity Credit Corporation (an agency of the U.S.
government). Commodity donations from other donors are recorded at their insurable value, which approximates market value. The Organization also receives
contributions of pharmaceuticals for distribution overseas. Some of these pharmaceuticals are from U.S. producers and are approved by the United States Food
and Drug Administration (FDA) for use in the United States. Some are from manufacturers in other countries for [disease] therapies approved by the FDA, but are
not approved for use in the United States.
In determining the fair value for these pharmaceuticals, management has concluded that the geographical areas where these are distributed do not represent
its principal market and, therefore, considers the most advantageous market to be the United States for those approved for use in the United States, and for
those from foreign manufacturers, the most advantageous market is the foreign country in which they were produced. Therefore, those approved for use in the
United States are recorded at the wholesale value as indicated in recognized industry publications. Those produced by foreign manufacturers are valued at the
wholesale value negotiated with those producers in the country of origin. Other in-kind contributions are recorded at fair value.
7.49 NOTE X: CONTRIBUTED GOODS AND SERVICES
During the years ended June 30, 20X2 and 20X1, a general advertising campaign targeting individuals to volunteer with their local affiliates was run. The total
commercial value of these public service announcements (PSAs) was $57.8 million and $78.4 million for the years ending June 30, 20X2 and 20X1, respectively.
However, the majority of the value of the general campaign is received by local affiliates that are not consolidated by the Organization. As such, the
Organization has estimated only 10 percent of the value of the general campaign is a contributed asset for the Organization.
Advertising revenue related to contributed PSAs for the campaigns and associated expense in the amount of $5.8 million and $7.8 million has been recognized
in the consolidated statement of activities for the years ending June 30, 20X2 and 20X1, respectively. The Organization has engaged a third party to assist in
determining the value of the airings.
Additionally, a substantial number of volunteers have made significant contributions of their time to the Organization’s program and supporting services. The
value of this contributed time is not reflected in the consolidated financial statements because it does not require a specialized skill. However, certain other
contributed services that require specialized skills, when provided by individuals possessing those skills and otherwise needing to be purchased if not provided
by donation, are recognized as revenue and expense. Such amounts, which are included in the accompanying consolidated statements of activities and changes
in net assets, totaled $988,902 and $293,596 for the years ended June 30, 20X2 and 20X1, respectively.

SPLIT-INTEREST AGREEMENTS, INCLUDING RELATED ASSETS, AND LIABILITIES
7.50 See chapter 6 of the AICPA Audit and Accounting Guide Not-for-Profit Entities for further discussion of this topic.
7.51 NOTE X: SPLIT-INTEREST AGREEMENTS
The Foundation receives contributions through its charitable gift annuity program whereby in exchange for gifts of cash or securities, the Foundation promises
to pay a fixed annual amount for life to the annuitant. The difference between the fair value of the assets received and the present value of the future
distributions to the donor is recognized as contribution revenue. Upon the death of the annuitant, the balance of the amount in the split-interest account
reverts to the Foundation.
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The Foundation has received gifts under this program on which it is obligated to make annual annuity payments of approximately $1,484,000 in accordance
with the agreements.
In addition, the Foundation has nine unitrust agreements, on which the income is paid to the donor for life. Upon the death of the donor, the balance in the
trust account shall be distributed to the Foundation for its general purposes.
Assets and liabilities related to the Foundation’s split-interest agreements are as follows:
20X2
$ 233,666
18,502,632
18,736,298
11,895,316
$ 6,840,982

Cash and cash equivalents
Investments
Total assets
Liabilities under split-interest agreements
Net assets

20X1
$ 274,921
17,836,377
18,111,298
11,203,259
$ 6,908,039

Asset balances at March 31, 20X2 and 20X1, exceeded the reserve requirements of the [State] State Insurance Commission as well as the reserve requirements of
the relevant regulatory bodies in all other states that require a reserve fund and in which the Foundation issues gift annuities. Reserves are included in liabilities
under split-interest agreements on the accompanying consolidated statements of financial position.
The present value of obligations under split-interest agreements was calculated using interest rates ranging from 1.6 percent to 9.50 percent and the 1983 A
and 2000 Annuity Mortality Tables.
Beneficial interests in trusts (BITs) are recorded based on the present value of the estimated future receipts from the trust discounted at 5 percent. This rate
approximates the rates of return on U.S. government securities of similar duration and is commensurate with the risk that management associates with the
ultimate collection of the trust. The initial gift and any subsequent adjustments to the nonperpetual BITs’ carrying value are recognized as temporarily restricted
contributions. The temporary restriction relates to the extended time period over which the gift is expected to be received and may also include purpose
restrictions to benefit specific Foundation programs.
Adjustments to reflect revaluations of the present value of estimated future payments and changes in actuarial assumptions are recognized in the consolidated
statements of activities as changes in value of split-interest agreements.
7.52 NOTE X: PERPETUAL TRUSTS AND SPLIT-INTEREST AGREEMENTS
The Association is a beneficiary of perpetual trusts administered by independent organizations. Under the terms of the trusts, the Association has irrevocable
rights to receive portions of the income earned on the trust assets in perpetuity. The Association’s beneficial interest in the trusts, at fair value, totaled
approximately $10,591,000 and $10,799,000 at June 30, 20X2 and 20X1, respectively.
The Association is the beneficiary of charitable lead and remainder trust agreements held by independent trustees. Under the terms of the agreements, the
Association has an unconditional right to receive all or a portion of specified cash flows from the agreements. The agreements are valued at fair value based
upon expected future cash flows and discounted present value at a risk-adjusted rate. As of June 30, 20X2 and 20X1, the Association applied a discount rate of
3.16 percent and 2.96 percent, respectively. The Association’s beneficial interest is $1,285,000 and $1,440,000 at June 30, 20X2 and 20X1, respectively.
The Association also has charitable gift annuity arrangements in which donors have contributed assets to the Association in exchange for a promise to pay a
fixed amount for a specified period of time back to the donor. Gift annuity obligations represent the present value of future cash flows expected to be paid by
the Association to the donors under these arrangements. Funds of approximately $4,478,000 and $4,735,000 at June 30, 20X2 and 20X1, respectively, have
been segregated in separate accounts, the use of which is limited to meeting the gift annuity obligations.
7.53 NOTE X: ANNUITIES AND UNITRUSTS
The annuities and unitrusts liability represents the actuarially determined liability for future annuity payments due under charitable gift annuities and
charitable remainder unitrusts.
Under the charitable gift annuities, donors make contributions to the Society, for which they receive an annuity from the Society. Contributions revenue is
recognized as the excess of the fair value of assets received over the net present value of the future annuity payments due. The liability was actuarially
determined using the Annuity Table of Mortality 90CM and assumed interest rates of 1.6 percent to 10.2 percent. A portion of the monies received from these
split-interest agreements is required by law to be reserved for making the annuity payments. At December 31, 20X2, the Society had investments of
$13,258,310 reserved for paying annuities. The amount required to be reserved as calculated by the actuary was $7,165,738.
Under the charitable remainder unitrusts, donors make contributions to the Society that remain in trust until a stipulated event, at which time, the remaining
trust balance conveys to the Society for unrestricted use. The gifts are valued at their fair market value at the time of the gift. In consideration of the gifts,
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donors receive an annuity from the trust based on the lesser of (a) the trust principal multiplied by a stated interest rate or (b) the actual earnings of the trust.
The future liability was calculated using assumed interest rates of 5.0 percent to 11.6 percent. At December 31, 20X2, the amount of assets held in charitable
unitrusts, which is restricted for the payment of related annuities, was $756,009. The net assets of the trusts of $778,060 were included in temporarily restricted
net assets in the accompanying consolidated balance sheet.
7.54 NOTE X: SPLIT-INTEREST AGREEMENTS
The Museum is the beneficiary or agent for a third-party beneficiary of a number of split-interest agreements with donors. The contributed assets are held in
trust by a third party (the Trustee) and are included in contributions receivable and prepaid expenses and other assets in the consolidated statements of
financial position. In accordance with the agreements, the Trustee distributes to the donor or donor’s designee income generated from those assets until such
time as stated in the agreement (usually upon the death of the donor or donor’s designee). The Museum will be able to utilize that portion of the gift in which it
has an interest upon the death of the respective beneficiary, and the Trustee will distribute to any third-party beneficiaries their respective remainder interests.
At the time of the gift and adjusted annually, the Museum records contribution income and contribution receivable net of the amounts payable to annuitants
and third-party beneficiaries. The initial gift and annual adjustment is calculated based on estimated mortality rates and other assumptions. The discount rates
used in the calculation at June 30, 20X2 and 20X1, were 1.2 percent and 2.8 percent, respectively.
At June 30, 20X2 and 20X1, split-interest agreements are as follows:
20X2
$ 1,310
363
3,028
4,701
(2,653)
$ 2,048

Charitable remainder unitrusts
Charitable remainder annuity trusts
Charitable gift annuities
Less: Discount for present value

20X1
$ 1,310
363
3,028
4,701
(2,556)
$ 2,145

7.55 NOTE X: PLANNED GIFTS (LEGACIES AND BEQUESTS, BENEFICIAL INTEREST IN TRUSTS, AND GIFT ANNUITIES)
We are the beneficiary of planned gifts under bequests, other testamentary documents, trusts, and similar deferred contributions. The assets from a bequest or
a contribution may be given directly to us, or may be put in the care of a trustee, with the Society being designated as having a full or partial beneficial interest
in the trust (BIT). Certain gifts are considered split-interest agreements whereby we receive benefits that are shared, or split, with either the donor or
third-party beneficiaries.
Both deceased donors, through a will, and living donors may restrict their gift to a specified purpose or geographic area (that is, a purpose restriction), defer
their gift through use of a nonperpetual trust (that is, a time restriction), or both. Such gifts are reported as temporarily restricted public support. Gifts also may
be permanently restricted under a perpetual trust. See below for a further description of nonperpetual and perpetual trusts.
BEQUESTS RECEIVABLE
Direct gifts of assets are recorded at their estimated fair value as public support (bequest or contribution revenue) when we have received an unconditional
promise to give. Subsequent adjustments to the fair value are recognized as public support consistent with the initial recording of the gift. We consider a
bequest unconditional when the probate court declares the testamentary instrument valid and the proceeds are measurable.
BENEFICIAL INTERESTS IN TRUSTS
Nonperpetual BITs are initially recognized as temporarily restricted public support (bequest or contribution revenue, depending upon the initial source of the
gift) at fair value, based on our interest in the fair value of the underlying trust assets at the time of the gift. Any subsequent adjustments to the nonperpetual
BITs are recorded as a change in value of split-interest agreements.
Perpetual trusts are initially recorded as permanently restricted public support (bequest or contribution revenue, depending on the initial source of the gift) at
fair value, based on our interest in the fair value of the underlying trust assets at the time of the gift. Subsequent changes to the trust’s fair value are reported as
permanently restricted net unrealized gains or losses on perpetual trusts. Income received from the trusts is reported as temporarily restricted or unrestricted
investment income, depending on the existence or absence of donor-imposed restrictions. The management of the assets within the various trusts, including
purchase and sale decisions, is performed by the respective trustee and we have no ability to control or influence these decisions. Distributions from these trusts
are based on the terms of the underlying trust agreement that generally require that investment income be distributed on at least an annual basis.
GIFT ANNUITIES
Gift annuities require an annuity to be paid to the donor or the donor’s beneficiary, funded by the donated assets, over a designated period of time or the
beneficiary’s lifetime, with the remainder becoming a gift to us. The liability is recorded based on the terms of the gift, and the difference between the present
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value of the estimated liability and the fair value of the gift is recognized as revenue at the time of the gift. Sufficient assets are maintained to meet the annuity
requirements stipulated by the various state laws. We are required to hold reserves related to our gift annuity program based on the laws in certain states in
which we solicit these gifts. Such reserves totaled $9,169 and $9,507 at August 31, 20X2 and 20X1, respectively.
We also may be the beneficiary of interests in trusts and other assets in situations when we have not been notified of our interest, our interest may be
conditional or revocable, or the value of our interest may not be readily ascertainable. In such circumstances, no revenue has been recorded.
7.56 NOTE X: BENEFICIAL INTEREST IN TRUSTS
The Association has received as contributions various types of split-interest agreements, including charitable gift annuities, pooled income funds, charitable
remainder trusts, and perpetual trusts. Under the charitable gift annuity arrangement, the Association has recorded the assets at fair value and the liabilities to
the donor, or his or her beneficiaries, at the present value of the estimated future payments to be distributed by the Association to such individuals. The amount
of the contribution is the difference between the asset and the liability and is recorded as unrestricted revenue, unless otherwise restricted by the donor.
Under the pooled income fund and charitable remainder trust arrangements, the Association has recorded the contribution as temporarily restricted
contribution revenue at the present value of the estimated future benefits to be received. Subsequent changes in fair value for charitable remainder trusts are
recorded as changes in value of split-interest agreements in the temporarily restricted net asset class and are reported as changes in value of split-interest
agreements in the statement of activities.
The discount rates used at June 30, 20X2 and 20X1, were 4.0 percent and 5.0 percent, respectively.
Under the perpetual trust arrangement, the Association has recorded the asset and has recognized permanently restricted contribution revenue at the fair
market value of the Association’s beneficial interest in the trust assets. Investments in mineral interests, which have a limited marketability, are stated at fair
value, as estimated based on a multiple of annual revenues. Distributions received on the trust assets are recorded as unrestricted revenue in the statement of
activities, unless otherwise restricted by the donor. Subsequent changes in fair value of the beneficial interest in the trust assets are recorded as net unrealized
gains or losses on beneficial interest in perpetual trusts in the permanently restricted net asset class.
7.57 NOTE X: ANNUITIES PAYABLE
Annuities payable represent the actuarial present value of amounts due under annuity agreements paid over various periods, generally the life of the donor.
Present value is calculated using the Annuity 2000 Mortality table with no adjustments, assuming a variable interest rate of 3.75 percent to 6 percent
compounded annually, and no provision for a surplus or contingency reserve. The interest rate is determined by the year of contribution and the guaranteed
duration period.
7.58 NOTE X: GIFT ANNUITIES AND POOLED INCOME FUND
The Organization is required under various statutory regulations to segregate a certain level of appropriate investments to support its charitable gift annuity
program. In addition, the Organization sponsors a pooled income fund wherein the fund’s earnings are distributed to participants until their death at which
time the assets become available to the Organization.
During the years ended September 30, 20X2 and 20X1, the Organization received $4,567,000 and $3,841,000, respectively, of new charitable gift annuities and
pooled income fund contributions; earned net investment income of $1,276,000 and $1,336,000, respectively; and made contractual annuity payments of
$4,194,000 and $4,134,000, respectively.
During the years ended September 30, 20X2 and 20X1, the pooled income fund made earnings distributions to participants of $90,000 and $139,000,
respectively.
Revenue from annuity contracts, irrevocable charitable trusts, and the pooled income fund (planned giving agreements) is recognized based on the present
value of the Organization’s interest.
7.59 NOTE X: SPLIT-INTEREST ARRANGEMENTS
Split interest arrangements consist of charitable remainder trusts, gift annuities, pooled income funds, and other trust assets. These funds are held in trust for
one or more beneficiaries and generally pay lifetime income to those beneficiaries, after which the principal is made available to the Museum in accordance
with donor intentions. The value of the charitable remainder trusts and other trust agreements, excluding new gifts and distributions, decreased by $4.6 million
and increased by $2.5 million in fiscal years 20X2 and 20X1, respectively. Discount rates applied to these funds ranged from 1.2 percent to 2.8 percent in fiscal
years 20X2 and 20X1.
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TRUST INVESTED ON BEHALF OF OTHERS
In 19Z7, a perpetual trust of $3.6 million was transferred to the Museum to manage in its pooled investments. The Museum receives annual endowment
support from the trust and pays expenses on behalf of the trust.
The following displays the value of the assets and liabilities recognized on all these agreements (in thousands):
Assets:
Charitable remainder and other trust assets
Gift annuities, pooled income funds, and trust invested on behalf of others
Total
Liabilities:
Trust invested on behalf of others*
Gift annuities and pooled income funds
Total

June 30, 20X2

June 30, 20X1

$46,988
18,630
$65,618

$51,607
17,211
$68,818

$ 5,805
15,044
$20,849

$ 5,946
10,287
$16,233

* This liability relates to a trust invested on behalf of others. The assets of the trust of $5.8 and $5.9 million as of June 30, 20X2 and 20X1, respectively, are included in investments on the Balance Sheet.

7.60 NOTE X: TRUST INSTRUMENTS
Beneficial interest in perpetual trust. The Opera is named as a 5 percent beneficiary of a trust held for the benefit of local nonprofit organizations. The trust, which
is held in perpetuity, is administered by a financial institution and provides for quarterly earnings distributions to the Opera. The earnings are available for
general operating purposes. The Opera’s interest in the trust agreement is included in permanently restricted net assets. The Opera’s interest in gains and losses
in the trust value are recognized in the statement of activities as permanently restricted activities.
Beneficial interest in charitable trusts. The Opera is the beneficiary of several trusts administered either by financial institutions or the donor. All provide for
periodic distributions to designated beneficiaries. The trusts’ fair value at June 30, 20X2 and 20X1, was $1,093,745 and $1,211,410, respectively. The Opera’s
interest in the trusts is recorded at the net present value using the applicable federal discount rate at year-end and shown on the balance sheets as temporarily
restricted net assets. The Opera’s interest in gains or losses in the trust values is recognized in the statement of activities as temporarily restricted activities.
Charitable gift annuities. The Opera periodically receives charitable gift annuities for which it is obligated to make periodic distributions to designated
beneficiaries. The assets contributed are recorded at fair value as general assets of the Opera, and 110 percent of the present value of payments due to
beneficiaries are recorded as liabilities, as required by statute. Net present values are calculated using the applicable federal discount rate at the date of the gift.
Distributions due to beneficiaries within one year totaled $79,475 and $77,945 at June 30, 20X2 and 20X1, respectively. Long-term charitable gift annuity
liabilities were $508,036 and $528,385 at June 30, 20X2 and 20X1, respectively.

Earned Income and Deferred Revenue
7.61 See section 6 for items related to investment income and gains.
7.62 NOTE X: EXCHANGE TRANSACTIONS
Exchange transactions are reciprocal transfers in which each party receives and sacrifices something of equal value, as opposed to a nonreciprocal transaction
(that is, a contribution), in which a donor provides resources to support our mission and expects to receive nothing of direct value in exchange. Costs of
exchange transactions that benefit the recipient of the exchange and are not directly related to our mission are reported as exchange expenses. Costs related to
exchange transactions that directly benefit or support our mission are reported in mission program or supporting services expenses.
Exchange transaction income and expenses are netted and included in other revenue and are as follows in 20X2 and 20X1:
Exchange Income
Special events
Retail shop
Sales to third parties
Other

Exchange Expenses

20X2
$60,060
20,665
8,086
5,079
$93,890

20X1
$57,498
19,863
10,068
5,212
$92,641

20X2
$59,895
32,920
66
748
$93,629

20X1
$57,403
31,732
1,802
1,353
$92,290

As shown in the table above, we conduct special events in which a portion of the gross proceeds paid by the participant represents payment for the direct cost of
the benefits received by the participant at the event. Unless a verifiable, objective means exists to demonstrate otherwise, the fair value of meals and
entertainment provided at special events is measured at our actual cost. The direct costs of the special events that ultimately benefit the donor, rather than us,
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are recorded as exchange transaction income and exchange transaction expense. All proceeds received by us in excess of the direct costs are recorded as special
events revenue in our consolidated statements of activities.
7.63 NOTE X: TUITION AND FEES
Tuition and fees revenue, which is included in student income on the consolidated statement of activities, is generated from an enrolled student population of
approximately 11,785. The undergraduate population of approximately 5,345 is a diverse group attracted from across the United States and from many foreign
countries. Foreign students account for approximately 10 percent of the undergraduate population. Net tuition revenue from undergraduate enrollment
represents approximately 54 percent of total net tuition revenue in 20X2.
The University maintains a policy of offering qualified applicants admission without regard to financial circumstance as well as meeting in full the
demonstrated financial need of those admitted. Student need in all programs throughout the University is generally fulfilled through a combination of
scholarships and fellowships, loans, and employment during the academic year. Tuition and fees have been reduced by certain scholarships and fellowships in
the amounts of $243.0 million and $227.0 million in 20X2 and 20X1, respectively.
7.64 NOTE X: TUITION REVENUE RECOGNITION
Revenues from tuition and fees are reported in the fiscal year in which they are earned, including pro rata adjustments for educational programs crossing over
fiscal years. Fiscal year 20X3 Fall quarter tuition and fees, billed but not collected in fiscal year 20X2, are reported as deferred revenue in fiscal year 20X2.
Similarly, fiscal year 20X2 Fall quarter tuition and fees, billed but not collected in fiscal year 20X1, are reported as deferred revenue in fiscal year 20X1.
Revenues from auxiliary services, such as residence and food services, represent fees for goods and services furnished to University students, faculty, and staff;
these revenues are recognized in the fiscal year in which the goods and services are provided.
Grants and contracts revenue is recognized as expenses are incurred on a project. Professional fees arise from faculty and department services provided to
external institutions, such as hospitals.
Sales and services revenues represent fees for services and goods provided to external parties in the course of educational activities and also include revenues
from the provision of physical plant services and goods to external institutions contiguous to the University campuses.
Trademark and royalty revenues arise from licensing of innovative technologies, copyrights, and other intellectual property; these revenues are recognized in
the fiscal year in which they are earned.
Other income includes revenues not otherwise categorized, such as rental revenues from property not held for investment, reimbursements for goods and
services, and sundry payments to the University; these revenues are also recognized in the fiscal year in which they are earned.
7.65 NOTE X: DEFERRED REVENUE
Publication, program service, and fee revenues are recognized during the fiscal year in which the service relates. Deferred revenue primarily includes annual
subscriptions paid in advance of the period to which they relate.
7.66 NOTE X: MEMBERSHIP DUES AND UNEARNED DUES REVENUE
Membership dues received from individuals and corporations pertaining to all membership categories are recognized as revenue upon receipt for the portion of
the dues that are considered a contribution to the Museum, while the portion of the dues that relates to the service the Museum will provide the member is
recognized as revenue ratably over the term of the membership period, up to 24 months. Amounts not yet earned by the end of the fiscal year are reported as
deferred income.
7.67 NOTE X: OPERATING REVENUES AND EXPENSES
OPERATING REVENUES
Ticket sales are recorded as operating revenues on a specific performance basis. Advance ticket sales, representing the receipt of ticket sale payments for future
opera performances, are initially deferred in the statement of financial position and are subsequently recognized as revenue when the related productions take
place. Opera Center revenues are recognized on a specific performance basis and over the contract term with the [Affiliated] Opera Program.
Scenery, costume rentals, and other income are recognized once evidence of an arrangement exists, delivery has occurred, the price is fixed and determinable,
and collection is probable.
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Operating revenues also consist of interest on cash and cash equivalent balances and realized gains (losses) on donated stock, net of fees. The long-term
investments return transfer represents the portion of earnings on long-term investments that has been approved by the Board of Directors for use in the
Association’s operations during the fiscal year.
OPERATING EXPENSES
Costs of scenery, costumes, and stage properties are recorded as expenses in the year the related production is first performed. Production costs relating to
future opera performances are deferred until the production is presented.
7.68 Note that the practice of recognizing all revenue for a subscription season (the same would apply to a summer school at a college) in the fiscal year in
which the “majority of the performances occur” would be acceptable only if it is a large majority, so the distortion is small. If the fiscal year-end falls closer to
the middle of the season, the revenue should be appropriately prorated into each year.
7.69 NOTE X: EVENT REVENUES
Revenues from event tickets are reported in the fiscal year in which the event is held. All proceeds from ticket sales for special events received prior to year-end,
but relating to events held subsequent to the consolidated statement of financial position date, are recorded as deferred revenue. Amounts reflected as
temporarily restricted ticket revenues and sales represent contributions received at annual fundraising events with donor-imposed restrictions. Direct event
expenses are reported in the fiscal year in which the event is held.
7.70 NOTE X: PRESENTATION OF REVENUES AND EXPENSES
The following is an explanation of certain revenue and expense categories presented in the consolidated statements of activities:
• Opera activities. Revenues and expenses directly related to the production and presentation of opera performances.
• Ballet and other presentations. Revenues and expenses directly related to the presentation of attractions other than opera, when the [Opera] either
presents the attractions or licenses the [Opera House] to third parties.
• Opera House. Expenses directly related to managing and operating the Opera House. The majority of Opera House expenses relates to program activities.
• General management. Expenses related to the overall operation of the [Opera] that are not related to any single program or other supporting service.
• Fund-raising. Expenses related to the solicitation of contributions to the [Opera].
7.71 NOTE X: GRANT AND CONTRACT INCOME
The University receives grant and contract income from governmental and private sources. In 20X2 and 20X1, grant and contract income received from the
federal government totaled $562.6 million and $551.8 million, respectively. The University recognizes revenue associated with the direct costs of sponsored
programs as the related costs are incurred. Recovery of facilities and administrative costs of federally sponsored programs is at rates negotiated with the
University’s cognizant agency. The University and the federal government are currently operating under an agreement that establishes facilities and
administrative cost reimbursement rates under federal grants and contracts through June 30, 20X4.
7.72 NOTE X: PROGRAM SERVICE FEES
Program service fees include revenues from education programs, traveling exhibit rental fees, traveling exhibit licensing fees, and research fees. The fees from
education programs and research are accrued to match the dates of the programs. The fees from traveling exhibits are accrued to match the term of the rental
and licensing agreements.
7.73 NOTE X: MERCHANDISING INCOME
[Organization’s Merchandise Function] purchases uniforms and other products from manufacturers which it sells to councils and other customers on a wholesale
and retail basis. [Organization’s Merchandise Function] also licenses to manufacturers and other vendors the right to use the Organization’s name and service
marks on their products. Net revenue from [Organization’s Merchandise Function] is used to further the program activities of the Organization. Summarized
revenue and expenses relating to [Organization’s Merchandise Function] are set forth below:
Year Ended September 30,
20X2
$ 60,877,000
(33,345,000)
$ 27,532,000

Sales and other income
Cost of sales and expenses

20X1
$ 50,405,000
(29,656,000)
$ 20,749,000

Included in [Organization’s Merchandise Function] cost of sales and expenses are redistributed charges, which are overhead operations costs for expenses
allocated to [Organization’s Merchandise Function] of approximately $4,252,000 and $5,062,000 for the years ended September 30, 20X2 and 20X1, respectively.
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Expenses
7.74 See additional expense-related disclosures in the preceding section “Earned Income and Deferred Revenue.”
7.75 NOTE X: FUNCTIONAL ALLOCATION OF EXPENSES
Significant expenses that relate to two or more programs or support activities are allocated to the respective programs and activities. These costs principally
relate to occupancy and support costs and are allocated based on the square footage used by the departments, on the number of full time equivalents, or by
estimated usage. Support costs include the following:
• The Web Services department, which drives attendance and donations via the website
• Admissions-related costs, such as labor, equipment, and supplies used for guest admittance
• IT, which, while supporting all areas, focuses more than half its time on research and public programs efforts
• Marketing and Communications efforts, primarily those that benefit Public Programs and the Aquarium, but also Development and Research
• The Security staff, which is primarily located in the public areas and allocated accordingly
• Purchasing, which provides support primarily to Public Programs and the Aquarium as these are areas of unique needs (for example, food for the animals)
7.76 NOTE X: ALLOCATION OF CERTAIN EXPENSES
The costs of providing Museum programs and other activities have been presented in the accompanying statement of activities. Management and general
expenses include executive and financial administration, human resources, and information services. Fund-raising activities of the Museum include salaries and
employee benefits of program staff who develop proposals for fundraising; solicit contributions for those needs and for endowment purposes from individuals,
corporations, government agencies, and foundations; and conduct special fundraising events. Depreciation, utilities, building maintenance, and other operating
costs are allocated to program areas and supporting services based on space usage information. Fund-raising costs are expensed as incurred.
7.77 NOTE X: ALLOCATION OF JOINT COSTS
The Association conducts joint activities (activities benefiting multiple programs, supporting services, or both) that include fundraising appeals. Those activities
primarily include direct mail campaigns and special events. The costs of conducting those joint activities were allocated as follows in 20X2 and 20X1 (in
thousands):
20X2
$139,910
4,896
14,893
21,277
46,579
$227,555

Public health education
Professional education and training
Community services
Management and general
Fund-raising
Total joint costs

20X1
$143,399
5,127
298
18,863
45,212
$212,899

7.78 NOTE X: ALLOCATION OF JOINT COSTS
The Foundation conducts activities that include fund-raising appeals, as well as program and management and general components. These activities include
direct mail and other constituent relationship activities. The costs of conducting these joint activities were comprised of the following as of December 31:
20X2
$160,907
10,325
—
$171,232

Fund-raising
Management and general
Program service costs

20X1
$175,453
9,076
54,387
$238,916

7.79 NOTE X: JOINT COSTS
The accompanying consolidated statements of activities include joint activities (activities benefiting multiple programs, supporting services, or both) that
include fund-raising. The joint costs were primarily for the [Event] Series and 3-Day Series, informational materials, a website that includes fund-raising, and
direct mail campaigns. The cost of conducting those joint activities was allocated as follows in fiscal 20X2 and 20X1. The 20X1 balances have been updated to
allocate costs for the 3-Day Series and the [Geographic] Race for research and public health education.
20X2
$ 1,262,953
87,911,178
6,131,268
41,488,553
$136,793,952

Research
Public health education
General and administrative
Fund-raising
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7.80 NOTE X: EXPENSE RECOGNITION
Expenses are recognized by the Organization during the period in which they are incurred. Expenses paid in advance and not yet incurred are deferred to the
applicable period.
7.81 FASB ASC 958-720-45-2 states that to help donors, creditors, and others in assessing an NFP’s service efforts, a statement of activities or notes to financial
statements should provide information about expenses reported by their functional classification. Voluntary health and welfare entities must also present a
statement of functional expenses by natural category (see section 4). If the statement of activities presents expenses by natural category, the functional
expenses can be presented in a note and vice versa. Following are examples of note presentation of natural expenses and of functional expenses.
7.82 NOTE X: NATURAL CLASSIFICATION OF EXPENSES
Operating expenses by their natural classification were as follows for the years ended June 30:
20X2
$ 71,403,865
18,963,769
10,057,610
7,808,543
7,263,489
6,945,348
6,320,787
5,465,355
5,358,531
5,289,684
4,631,325
2,803,397
2,706,815
2,343,299
3,925,215
$161,287,032

Salaries
Benefits
Depreciation
Travel, training, or entertainment
Food and beverage services
Utilities and other facility services
Debt and finance expenses
Communication and information
Consumable expenses
Professional and consulting
Advertising and media
Materials and supplies
BECC room, conference, and administration
Purchased services
Other expenses

20X1
$ 69,801,968
19,855,393
9,563,532
7,196,855
7,625,613
7,341,017
6,846,610
5,192,012
5,631,203
5,730,898
4,123,107
2,654,144
2,499,926
2,384,011
3,537,329
$159,983,618

7.83 NOTE X: FUNCTIONAL EXPENSES
Campus expenses are reported in the statements of activities by natural classification. Campus expenses by functional classification were as follows for the years
ended September 30, 20X2 and 20X1:
20X2
$260,785
281,033
80,260
32,018
$654,096

Instruction and academic support
Organized research
Institutional
Auxiliary enterprises
Total campus functional expenses

20X1
$243,530
304,251
72,429
31,501
$651,711

Building and improvements depreciation and plant operation expenses are allocated to functional classifications based on square footage occupancy of
Institute facilities. Equipment depreciation is allocated to functional classifications based on average equipment purchases attributed to each classification.
Interest expense on external debt, net of amounts capitalized, is allocated to the functional categories that have benefited from the proceeds of such debt.
7.84 FASB ASC 958-205-50-3 requires that if an NFP discloses a ratio of fund-raising expenses to amounts raised, it should also disclose how it computes the
ratio.
7.85 NOTE X: FUND-RAISING EXPENSE RATIO
The following presents the entity’s fund-raising expense ratio for the year ended June 30, 20X2:
Total support reported on the statement of activities
Plus donor-designated gifts
Total
Less in-kind rent and services
Adjusted support
Fund-raising expenses
Fund-raising expense ratio
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GRANTS AWARDED TO OTHERS
7.86 See also “Liabilities” in section 6 for examples of disclosures pertaining to the liability for unpaid grants.
7.87 NOTE X: RESEARCH PROGRAM
The research program of the American [Disease] Association is administered through the American [Disease] Association Research Foundation, Inc. Research
grants awarded by the Association generally extend over a period of one to three years, subject to renewal on an annual basis. The liability and related expenses
are recorded when the recipients are notified of their annual award amount, and the liability is recorded as research grants payable in the consolidated balance
sheet.
7.88 NOTE X: GRANTS AWARDED
The Fund recognizes grant expense at the time grant negotiations are substantially complete with the grantee and the grant award has been approved by the
Board of Directors.
7.89 NOTE X: GRANTS PAYABLE
Grants are recorded by the Foundation upon approval by its Board of Directors and notification to the grantee. It is the Foundation’s intent that amounts
reflected as grants payable in the accompanying consolidated statements of financial position will be fulfilled in 20X2. Rescinded grants are recorded as a
reduction to grant expense.
7.90 NOTE X: FELLOWSHIPS AND AWARDS
Fellowships and awards are recorded as an expense and a payable after they are reviewed by award selection committees, which are comprised of leading
scientists, upon the approvals of the board of directors and acceptance of the award by the awardee. All fellowships and awards are usually expected to be paid
within a three-year period.
7.91 NOTE X: AWARDS AND GRANTS
In accordance with the entity’s guidelines, it makes awards and grants for research and professional education purposes, to be disbursed in the subsequent year,
equal to one-third of the shareable income, less 15 percent for administration, received from its affiliates during the current year. The liability and related
expense for awards and grants are recognized at the time of notification and acceptance by the recipients. Recipients are required to meet certain qualifications
and to provide accountability to the entity for funds disbursed. As of June 30, 20X2, the liability for awards and grants totals $2,653,046.
The entity’s awards for research grants-in-aid, investigators, fellowships, and professional education generally cover a period of one to five years, subject to
annual renewal at the option of the entity. The liability (awards payable) is recorded on an annual basis upon notification to the recipient at the time of approval
or renewal.
7.92 NOTE X: START-UP ACTIVITIES
The entity will open a shelter in 20X3 to house the homeless. The entity will rent the facility. During 20X2, certain start-up costs were incurred to get the shelter
ready to open. These costs included salaries and related costs, staff recruiting and training, rent, security, insurance, utilities, and consulting fees. These costs
have been recorded as expenses in 20X2.

TAXES AND TAX-EXEMPT STATUS
7.93 See also “Contingencies and Other Uncertainties, Including Going Concern Questions” in section 5 and “Liabilities” in section 6.
7.94 NOTE X: INCOME TAXES
The Academy is qualified as a tax-exempt organization under Section 501(c)(3) of the Internal Revenue Code and is not a private foundation. The Academy is
also a public-benefit, tax-exempt corporation under the laws of the State of California. Accordingly, the operations of the academy are currently considered
exempt from federal income and state franchise taxes.
7.95 NOTE X: TAX STATUS
The Garden is exempt from federal income taxes under Section 50 l(c)(3) of the Internal Revenue Code (IRC). In addition, the Garden has been determined by
the IRS to be a publicly supported organization, and not a private foundation, within the meaning of Sections 170(b)(l)(A)(vi) and 509(a)(l) of the IRC. Donors
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are eligible to receive the maximum charitable tax deduction available for public charities under the IRC. As of June 30, 20X2, no amounts have been recognized
for uncertain income tax positions. The Garden’s tax returns for the 20Y9 fiscal year and forward are subject to the usual review by the appropriate authorities.
7.96 NOTE X: INCOME TAXES
The Museum is exempt from income taxation under the provisions of Section 501(c)(3) of the Internal Revenue Code and a comparable State of Illinois statute.
However, the Museum does have a nominal tax expense due to business activities unrelated to its exempt mission. The Financial Accounting Standards Board
issued guidance clarifying the accounting for uncertain income tax positions, which could require additional disclosure. Management believes there are no
material uncertain tax positions that require recognition in the accompanying financial statements. The tax years ended 20Y8, 20Y9, and 20X0 are still open to
audit for both federal and state purposes.
The Museum has a policy to record interest and penalties (if any) related to income tax matters in income tax expense. The Museum has determined that its tax
positions satisfy the more likely than not criterion and that no provision for income taxes is required at December 31, 20X2. For the years ended December 31,
20X2 and 20X1, no interest and penalties were recorded.
7.97 Private foundations are subject to a number of specific tax rules. Notes that address some of these rules are shown in the examples that follow.
7.98 NOTE X: EXCISE AND INCOME TAXES
In accordance with the applicable provisions of the Internal Revenue Code (IRC), the Foundation is subject to an excise tax of 2 percent (1 percent, if minimum
payout requirements prescribed by the IRC are met) on its net investment income, excluding unrealized gains, as defined, and is subject to corporate income tax
rates on unrelated business income. The Foundation was subject to the 1 percent rate in 20X2 and 20X1. In addition, the IRC requires that certain minimum
distributions be made in accordance with a specified formula. At December 31, 20X2 and 20X1, the Foundation had made the required minimum distributions.
Deferred excise taxes arise primarily from unrealized gains on investments. At December 31, 20X2, deferred federal excise tax is estimated at 2 percent, which is
the maximum rate payable.
The provision for current and deferred federal excise and income taxes for the years ended December 31, 20X2 and 20X1, is as follows:
20X2
$ 771,975
(851,572)
$ (79,597)

Current
Deferred
Excise and income tax expense

20X1
$ 367,692
2,374,851
$2,742,543

7.99 NOTE X: EXCISE TAX ON NET INVESTMENT INCOME
The Fund is a private foundation and qualifies as a tax-exempt organization under Section 501(c)(3) of the Internal Revenue Code, as amended, and from state
income taxes under Section 23701(d) of the Revenue and Taxation Code of the State of [State], respectively. Private foundations are subject to a federal excise
tax on net investment income and may reduce their federal excise tax rate from 2 percent to 1 percent if the foundation’s charitable expenditures exceed a
specified minimum amount based on the foundation’s average expenditures over the preceding five years. The Foundation was subject to a 1 percent and 2
percent excise rate for 2011 and 2010, respectively. At December 31, 20X2 and 20X1, deferred excise tax liabilities of 2 percent were recognized on net
unrealized gains on investments. Certain investments provide unrelated business income, which is subject to unrelated business income tax. For the years
ended December 31, 20X2 and 20X1, the unrelated business income provided by investments was immaterial.
The expenses for federal excise tax are as follows:
20X2
$596,088
(26,053)
$570,035

Current
Deferred
Federal excise tax expense

20X1
$ 58,847
580,364
$639,211

The Foundation believes that it has appropriate support for the excise tax positions taken and, as such, does not have any uncertain tax positions that result in a
material impact on the Foundation’s financial position or changes in net assets.
7.100 NOTE X: FEDERAL EXCISE AND UNRELATED BUSINESS INCOME TAX
The Foundation is a private foundation and qualifies as a tax-exempt organization under Section 501(c)(3) of the Internal Revenue Code and corresponding
[State] provisions. Private foundations are subject to a federal excise tax on net investment income and may reduce their federal excise tax rate from 2 percent to
1 percent by exceeding a certain payout target for the year.
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The Foundation qualified for the 1 percent tax rate in 20X1 and expects to qualify for the 1 percent tax rate for 20X2. Each year, current federal excise tax is levied
on interest and dividend income and net realized gains of the Foundation; net investment losses do not reduce investment income. At December 31, 20X2,
deferred federal excise tax is provided at 2 percent, the maximum rate which could be paid on unrealized gains on investments.
The income from certain investments is subject to unrelated business income tax. The Foundation believes that it has appropriate support for the excise and
other tax positions taken and, as such, does not have any uncertain tax positions that result in a material impact on the Foundation’s financial position or
change in total net assets.
7.101 NOTE X: MINIMUM DISTRIBUTION REQUIREMENT
Certain provisions of the Internal Revenue Code require that the foundation make cash distributions in prescribed minimum amounts each year. As of December
31, 20X2, the foundation had distributed $1,428,928 more than the required minimum distribution. Following is a summary of the computation of the excess
qualifying distributions at December 31, 20X2, that will be carried forward to 20X3.
Excess qualifying distributions carried forward from 20X1
Qualifying distributions in 20X2

$ 2,592,310
4,743,482
7,335,792
(5,906,864)
$ 1,428,928

Less: Required minimum distribution
Excess of qualifying distributions over required minimum distribution

7.102 The tax rules applicable to clubs are somewhat different from those applicable to most other NFPs.
7.103 NOTE X: INCOME TAXES
The Club is exempt from federal income taxes on member transactions and other activities related directly to its nonprofit purpose under Section 501(c)(7) of
the Internal Revenue Code (IRC). The Club is subject to tax on unrelated business income as defined by the IRC.
The Club has evaluated its tax positions and has concluded that the Club had taken no uncertain tax positions that require adjustment to the financial
statements. Generally, the Club is no longer subject to income tax examinations by the federal or [State] tax authorities for tax years ending before September
30, 20Y9.
7.104 NOTE X: INCOME TAXES
For income tax reporting purposes, the Club is taxed under Section 277 of the Internal Revenue Code. As such, the Club is required to segregate the results of its
member-related activities from those which are nonmember-related activities and is separately taxed on each element.
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Section 8: Financial Statements Prepared in Accordance
With Special Purpose Frameworks .........................................
8.01 Many smaller not-for-profit entities choose to present their financial statements in accordance with a special purpose framework (SPF), often on the basis
of cash receipts and disbursements. Also, for purposes of efficiency, some entities that prepare financial statements based on accounting principles generally
accepted in the United States (U.S. GAAP) follow certain accounting policies that differ from U.S. GAAP in that the resulting differences are considered by
management and by the auditor to be immaterial. The purpose of this section is neither to encourage nor discourage such practices, but merely to provide
resources for those entities that may wish to obtain further information about this method of presentation. If cash basis statements are presented, use of titles
and captions, including words such as revenues and expenses, may not be appropriate; words such as receipts and disbursements are preferable. See also the
AICPA Audit and Accounting Guide Not-for-Profit Entities (paragraph 1.08) and the AICPA Practice Aid Accounting and Financial Reporting Guidelines for Cash- and
Tax-Basis Financial Statements1 for further discussion.
8.02 Although specific presentation and disclosure requirements for financial statements prepared in accordance with an SPF are not promulgated by any
standard setting body, auditor requirements and guidance for SPF financial statements can be found in AU-C sections 700, Forming an Opinion and Reporting on
Financial Statements, and 800, Special Considerations—Audits of Financial Statements Prepared in Accordance With Special Purpose Frameworks (AICPA,
Professional Standards). The guidance found in appendix B, “Fair Presentation and Adequate Disclosures,” of AU-C section 800 may be especially helpful in
determining the scope of disclosures necessary to achieve fair presentation in financial statements prepared in accordance with an SPF and has been included
below.
8.03 When special purpose financial statements contain items that are the same as, or similar to, those in financial statements prepared in accordance with
generally accepted accounting principles (GAAP), paragraph .17 of AU-C section 800 requires the auditor to evaluate whether the financial statements include
informative disclosures similar to those required by GAAP. The auditor is also required to evaluate whether additional disclosures, beyond those specifically
required by the framework, relate to matters that are not specifically identified on the face of the financial statements or other disclosures necessary for the
financial statements to achieve fair presentation. Appendix B provides guidance in addition to paragraphs .A19–.A22 of AU-C section 800 on evaluating the
adequacy of the disclosures in financial statements prepared in accordance with a special purpose framework, including matters related to the presentation of
financial statements.
If special purpose financial statements contain items for which GAAP would require disclosure, the financial statements may either provide the relevant
disclosures that would be required for those items in a GAAP presentation or provide information that communicates the substance of that disclosure.
Likewise, if GAAP sets forth requirements that apply to the presentation of financial statements, special purpose financial statements may either comply
with those requirements or provide information that communicates the substance of those requirements, without modifying the format of the special
purpose financial statements. For example, this may result in substituting qualitative information for some of the quantitative information required for
GAAP presentations, as follows:
• Disclosure of the repayment terms of significant long-term borrowings may sufficiently communicate information about future principal reduction
without providing the summary of principal reduction during each of the next five years.
• Information about the effects of accounting changes, discontinued operations, and extraordinary items could be disclosed in a note to the financial
statements without following the GAAP presentation requirements in the statement of results of operations, using those terms, or disclosing
net-of-tax effects.
• Instead of showing expenses by their functional classifications in certain industries, a statement of activities could present expenses according to
their natural classifications, and a note to the statement could use estimated percentages to communicate information about expenses incurred by
the major program and supporting services.
• Instead of showing the amounts of, and changes in, the unrestricted and temporarily and permanently restricted classes of net assets in certain
industries, a statement of assets and liabilities could report total net assets or fund balances; a related statement of activities could report changes in
those totals; and a note to the financial statements could provide information, using estimated or actual amounts or percentages, about the
restrictions on those amounts and on any deferred restricted amounts, describe the major restrictions, and provide information about significant
changes in restricted amounts.
For special purpose financial statements, the following are illustrations of when GAAP disclosure requirements that are not relevant to the measurement
of the item need not be considered:
• Fair value disclosures for debt and equity securities would not be relevant when the basis of presentation does not adjust the cost of such securities
to their fair value.
• Disclosures related to actuarial calculations for contributions to defined benefit plans would not be relevant in financial statements prepared in
accordance with the cash or tax basis of accounting.
• Disclosures related to the use of estimates would not be relevant in a presentation that has no estimates, such as the cash basis of accounting.
1

Product nos. APACTB12P [paperback], APACTB12E [eBook], and APACTBO [online]; visit www.cpa2biz.com.
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Special purpose financial statements may not include a statement of cash flows. If a presentation of cash receipts and disbursements is presented in a
format similar to a statement of cash flows or if the entity chooses to present such a statement, the statement would either conform to the requirements
for a GAAP presentation or communicate their substance. As an example, the statement of cash flows might disclose noncash acquisitions through
captions on its face.
8.04 The following is an example of a note used to describe a cash-basis presentation in financial statements prepared on a non-U.S. GAAP basis.
8.05 NOTE X: BASIS OF ACCOUNTING
The accounts of the entity are maintained on the cash basis [or modified cash basis] of accounting and, accordingly, do not include interest and dividends
receivable; amortization of premiums; or discounts on fixed income securities, fixed assets, accrued interest expense, or other accrued liabilities. [Add other
items as relevant.] [Disclosure of the dollar effect of the omissions is optional.]
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Section 9: Information Outside of the Financial Statements

..

9.01 Financial Accounting Standards Board Accounting Standards Codification 958-720-45-4 encourages, but does not require, presentation of “information
about an [not-for-profit entity’s] NFP’s major programs (or segments),” and “related non-monetary information about program inputs, outputs, and results.” It
acknowledges, however, that such information is generally feasible only outside the basic financial statements. Part III (Statement of Program Service
Accomplishments) of IRS Form 990 also requests such information. AU-C section 720, Other Information in Documents Containing Audited Financial Statements
(AICPA, Professional Standards), provides guidance to the auditor with regard to other information that may be included in audited financial statements.
9.02 NFPs may prepare annual reports which can include extensive narrative descriptions of the entity’s programs and achievements. In recent years, there has
been a trend to publish, separately from the audited financial statements, an annual report with program highlights, accomplishments, detailed lists of grants
awarded, and so forth. Examples of such narrative descriptions and lists are available elsewhere and are not included in this publication.
9.03 Bar charts, pie charts, and graphs are often used in connection with presentations of this kind of information.
9.04 Following are examples of some presentations of nonfinancial statement information (some of it also includes selected financial data) with a numeric
focus.
9.05 The following example provides a discussion of the financial results with expanded explanations about key balances.
9.06
Report of the Chief Financial Officer [Excerpts]
The [Organization] ended its fiscal year 20X2 with net assets of $1.6 billion, posting total operating revenues of $3.2 billion and total operating expenses of
$3.3 billion. Behind these indicators of size and activity are several key numbers that help explain the organization’s stable financial performance.
$14.2 million : [Organization’s] operating deficit.
[Organization’s] day-to-day operating revenues and expenses are captured by the $14.2 million deficit figure. After an operating deficit in FYX8 of $209
million, we have worked hard in the ensuing years to drive the organization toward a culture of financial efficiency that has significantly cut back-office
costs from our chapters, biomedical units, and national headquarters, including in FYX2. We consolidated several operations, eliminating unnecessary
administrative burdens and freeing local staff to focus more on fulfilling our mission and providing services in their communities.
$175 million: Negative change in net assets from operations as reported on the [Organization’s] audited financial statements. The $14.2 million
management calculation focuses on core ongoing revenues and expenses. It segregates daily operations from the spend-down of specific episodic disaster
relief operations, one-time events, market value adjustments, or a combination of these. These types of activities are part of an audited statement, but are
managed separately.
Note: Financial statements for the [Organization] are reported according to U.S. generally accepted accounting principles rules, which do not completely
reflect the daily business operations of the organization. The difference between the $14.2 million operating deficit and $175 million loss on the
Statement of Activities is due to a large defined benefit plan funding change; one-time relief expenditures for the 20X1 Japan earthquake relief funded by
contributions in the previous year; and ongoing investment in a biomedical IT system.
$597 million: Negative change in total net assets as reported on the [Organization’s] audited financial statements. The $597 million total change in net
assets mostly reflects pension-related costs and losses on investments as of June 30, 20X2. When these pension related costs and investment losses are
combined with the $175 million losses in operating net assets, we get the total change in net assets of $597 million.
$553 million : [Organization] debt.
In FYX2, the [Organization] continued making strides toward reducing our total debt to $553 million, compared to $573 million in FYX1. The [Organization]
also continues to take steps toward reducing the debt risk to the organization. We have restructured more of our debt to make it less vulnerable to
short-term volatility of interest rates. We must strive to produce a breakeven budget performance in order for the organization to prudently pay off this
debt in future years.
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Our audited results show that the [Organization] is continuing to maintain financial stability. Looking ahead, we are focused on building toward long-term
financial sustainability, fueled by growing revenues supporting needed, cost-effective, and lifesaving services.
9.07 The following example is from a performing arts organization with a focus on both artistic and financial results.
9.08 CHAIRMAN’S REPORT [Excerpts]
During the 20X0–X1 and 20X1–X2 seasons, the [Opera] once again enjoyed remarkable artistic successes while grappling with the prolonged financial crisis.
The company maintained its commitment to presenting a wide-ranging lineup of new productions, offering eight new stagings in the 20X0–X1 season,
followed by seven the next year. Eleven of these productions were seen in movie theaters around the world as part of the [Opera’s] Live in HD series, which
continued to expand and provide a bright spot to the company’s financial outlook.
As the world’s leading producer of alternative cinema content, the [Opera’s] Live in HD series pushed the company’s earned revenues to record levels. The
[Opera’s] worldwide HD earnings were $27 million and $31 million, respectively, in 20X1 and 20X2. Combined earned revenues for the [Opera] (HD and box
office) equaled $119 million in 20X1 and grew to $126 million in 20X2.
THE 20X0–X1 SEASON
The 20X0–X1 season proved to be an extraordinary showcase for the artistry of the world’s greatest singers, conductors, directors, and designers. The resulting
box office was 83.2 percent, down several points from the previous season but a solid number nonetheless in light of the economic climate. Five of the season’s
new productions sold out, and 6 revivals could also claim sold-out runs. Of the season’s 225 total performances, 103 sold out.
The [Opera’s] amounts available from fundraising to support operations including net assets released from restrictions grew from $127.3 million in FYX0 to
$133.6 million in FYX1.
THE 20X1–X2 SEASON
Three acclaimed directors made [Opera] debuts during the 20X1–X2 season. The difficult economy continued to be a challenge, with the season’s total box
office coming in at 79.2 percent. Of the season’s 222 performances, 74 sold out. Revivals of Carmen and The Magic Flute also had sold-out runs.
The [Opera] was the first major performing arts organization to visit Japan after the devastating earthquake and tsunami; the tour was a tremendous success,
bringing in revenue of more than $10 million and offering much needed uplift to appreciative Japanese audiences.
Fundraising for FYX2 increased by more than $7 million over the previous season, with amounts available from fundraising to support operations including net
assets released from restrictions totaling $140.8 million.
[Chairman]
9.09 The following example provides general statistical and financial data.
9.10
20X2

20X1

20X0

20Y9

20Y8

Statement of Activities Highlights:
Total revenues
Student income
Sponsored research support
Health care services
Total expenses

$ 6,814
481
1,234
3,245
6,298

$ 6,289
458
1,247
2,902
5,774

$ 5,707
436
1,143
2,542
5,345

$ 5,542
401
1,031
2,364
5,033

$ 5,345
405
1,076
2,135
4,899

Change in net assets from operating activities
Other changes in net assets
Net change in total net assets

516
1,043
$ 1,559

515
3,194
$ 3,709

362
1,131
$ 1,493

509
(5,450)
$ (4,941)

446
471
$ 917

(continued)

132

9.07

|

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

9. Information Outside of the Financial Statements

P1: KpB
ACPA277-09

aicpa-npo.cls

October 1, 2013

7:18

20X2

20X1

20X0

20Y9

20Y8

Statement of Financial Position Highlights:
Investments at fair value
Plant facilities, net of accumulated depreciation
Notes and bonds payable
Total assets
Total liabilities
Total net assets

$22,247
3,826
2,709
28,981
5,476
23,505

$21,189
3,674
2,727
27,698
5,143
22,555

$17,804
3,584
2,816
24,553
5,118
19,435

$16,501
3,270
2,517
22,672
4,633
18,039

$21,758
2,887
1,532
26,704
4,013
22,691

Other Financial Data And Metrics:
Total endowment at year end
Endowment payout in support of operations
As a % of beginning of year endowment
As a % of total expenses
Total gifts

$17,036
871
5.3%
23.1%
1,035

$16,503
785
5.7%
22.4%
709

$13,851
855
6.8%
25.9%
599

$12,619
957
5.6%
30.6%
640

$17,214
882
5.1%
27.8%
785

6,999
8,871

6,927
8,796

6,887
8,779

6,878
8,441

6,812
8,328

1,715
3,305

1,670
3,199

1,671
3,046

1,680
2,932

1,646
2,928

1,934
$40,050

1,903
$38,700

1,910
$37,380

1,876
$36,030

1,829
$34,800

Students:
Enrollment:
Undergraduate
Graduate
Degrees conferred:
Bachelor degrees
Advanced degrees
Faculty:
Total professoriate
Annual undergraduate tuition rate (in dollars)

9.11 This entity’s primary purpose is to provide stewardship for the pension funds of many NFPs. As such, it provides information on investment performance in
its annual report.
9.12 PERFORMANCE RETURNS
Returns for periods ended December 31:
[Entity’s] Funds
Stable Value Fund
Benchmark
Short Term Investment Fund
Benchmark
Inflation Protection Fund
Benchmark
Fixed Income Fund
Benchmark
Multiple Asset Fund
Benchmark
Balanced Social Values Plus Fund
Benchmark
U.S. Equity Fund
Benchmark
International Equity Fund
Benchmark

2012
+ 2.53%
+ 2.43%
+ 0.72%
+ 0.11%
+ 7.74%
+ 7.26%
+ 9.58%
+ 6.61%
+ 13.76%
+ 13.35%
+ 9.17%
+ 8.73%
+ 15.05%
+ 16.42%
+ 19.67%
+ 17.04%

2011
+ 2.90%
+ 2.87%
− 0.05%
+ 0.10%
+ 8.60%
+ 13.98%
+ 6.13%
+ 7.86%
− 1.01%
+ 0.96%
+ 3.94%
+ 3.07%
− 0.73%
+ 1.03%
− 15.85%
− 14.31%

3 Years
+ 2.96%
+ 2.84%
+ 0.28%
+ 0.11%
+ 8.44%
+ 9.14%
+ 8.13%
+ 7.49%
+ 8.87%
+ 9.05%
+ 7.28%
+ 6.96%
+ 10.48%
+ 11.20%
+ 5.42%
+ 4.18%

5 Years
+ 3.40%
+ 3.17%
+ 0.61%
+ 0.52%
+ 6.07%
+ 7.14%
+ 8.33%
+ 6.28%
+ 3.70%
+ 3.16%
+ 3.49%
+ 3.38%
+ 1.79%
+ 2.04%
− 1.21%
− 2.59%

10 Years
+ 3.62%
+ 3.37%
+ 1.77%
+ 1.78%
N/A
N/A
+ 6.22%
+ 5.32%
+ 8.40%
+ 7.76%
+ 6.45%
+ 6.46%
+ 7.50%
+ 7.68%
+ 9.48%
+ 9.38%

Inception
+ 3.62%
+ 3.36%
+ 1.82%
+ 1.78%
+ 5.91%
+ 6.55%
+ 6.60%
+ 6.03%
+ 6.92%
+ 6.29%
+ 4.32%
+ 5.15%
+ 4.71%
+ 4.81%
+ 6.79%
+ 5.13%

9.13 The following examples combine program achievements with financial results.
9.14 HIGHLIGHTS 20X2
The following are some of the key highlights of the opportunities, successes, and challenges relating to our financial operations during 20X2.
RESULTS OF OPERATIONS
The [Organization] ended the year with total net assets of $38.6 million, a $3.2 million increase in operating net assets. Membership support from local
[Organization Affiliates] totaled $28.3 million, which included revenues from our expansion of global relationships. The [Organization] experienced an increase
of $3.3 million in total public support and recorded total revenues of $96.8 million in 20X2. Total operating expenses decreased by $1.4 million to $93.6 million
in 20X2.

Not-for-Profit Entities—Best Practices in Presentation and Disclosure

|

9. Information Outside of the Financial Statements

|

9.14

133

P1: KpB
ACPA277-09

aicpa-npo.cls

October 1, 2013

7:18

GROWTH OF INTERNATIONAL DONOR ADVISED GIVING PROGRAM
We experienced a significant influx of gifts through our international donor advised giving (IDAG) program. In 20X2, total contributions were $31.3 million, a
$7.3 million increase over 20X1, and over 700 grants were processed to charities, schools, and orphanages. Also more than $2 million for disaster relief was
raised through IDAG.
NEW INITIATIVES
The [Organization] explored new initiatives in 20X2 that resulted in $2.1 million in additional revenues from program services. The [Organization] supported the
2-1-1 program, which provides coverage in 87 percent of the United States, responding to over 16 million calls including more than 50 percent for basic needs
such as food, housing, and health income support. The [Organization] also partnered with others in the implementation of an early-grade reading program
contributing to improvements in education.
CHALLENGES OF A RECESSIVE ECONOMY
Although our international donor advised contributions increased significantly, the [Organization] did experience a $3.7 million decrease in restricted grants
received. In addition, declining interest rates resulted in the reporting of nonoperating expenses of $6.9 million for the actuarial valuation of discounted pension
liabilities. Despite this challenge and the impact of declining investment returns, the [Organization] was able to keep pensions funded at a reasonable level
recommended by the Pension Benefit Guarantee Trust.
LOOKING AHEAD
There is a strategic effort currently underway to ensure long-term growth and sustainability of the [Organization’s] programs to advance the common good. The
[Organization] has strategic goals for 20X7 in the areas of education, income, and health. Our Task Force for Economic Growth is a major initiative that shapes
the [Organization’s] strategy for 20X3 and beyond. The [Organization] looks forward to another successful year to help support our network around the world.
9.15 REPORT OF THE CHAIRMAN [Excerpts]
At the [Museum], the 12 months from July 1, 20X1, to June 30, 20X2, were remarkable both for the continuity of our ambitious programs in service to the
community, as well as for new developments that will have great impact on the future of our institution and city.
This year was once again punctuated by wide-ranging and glorious exhibitions. Our public was delighted by luxurious objects made for pharaohs of ancient
Egypt, Ottoman sultans of the sixteenth century, Japanese shoguns of the seventeenth century, and European monarchs of the eighteenth century; fascinated
by the mass-produced but finely designed products made in twentieth-century America; and amazed by the metamorphosis of material in the hands of the
artists represented in the [Collectors] Collection. Together, these programs speak to the Museum’s exceptional team of curators and their high standing on the
international stage.
In 20X2, the Museum’s research center for [culture] art launched an unprecedented digital archive featuring thousands of primary-source materials that have
already proved to be invaluable to students, scholars, and collectors. Embracing the future, the Museum joined the Google Art Project, a new online
collaboration with some of the world’s greatest art museums. Visitors to www.googleartproject.com may view nearly two hundred featured works from the
Museum’s permanent collection, all with the ability to zoom in to discover extraordinary detail.
In fiscal year 20X2, we recorded 875,271 visits among our various facilities and more than 1.57 million visits to our website. The institution spent $57 million for
the programs and operations of the Museum and [Affiliated Entities]. The endowment provided $29 million to support these expenses, with the balance of $28
million provided through grants, gifts, and earned income. The Museum acquired 1,001 works of art valued at $20.6 million. Included in this total were 661 gifts
of art valued at more than $6 million, with the balance supported by endowment investment income and other gifts of cash. The Museum closed the fiscal year
with an endowment valued at $989 million. Our institutional expenditures place us firmly among the top 10 art museums in the United States and also make us
the largest cultural entity in the [region]. The commitment of our community to support its premiere cultural institution is simply extraordinary, and all of us at
the Museum are profoundly grateful.
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Appendix:ExcerptsFromAICPAAuditandAccountingGuide
Not-for-Profit Entities ...............................................................
Excerpt From Chapter 3, "Basic Financial Statements"
[Paragraphs 3.55–3.57 are reprinted as follows.]
3.55 FASB ASC 958-205-45-8 provides guidance if NFPs present comparative information for a prior year or years only in total rather than by net asset class.5
Such summarized information may not include sufficient detail to constitute a presentation in conformity with GAAP. If the prior year’s financial information is
summarized and does not include the minimum information required by FASB ASC 958, Not-for-Profit Entities (for example, if the statement of activities does
not present revenues, expenses, gains, and losses by net asset class), the nature of the prior year information should be described by the use of appropriate titles
on the face of the financial statements and in a note to the financial statements. The use of appropriate titles includes a phrase such as with summarized
financial information for the year ended June 30, 20PY, following the title of the statement or column headings that indicate the summarized nature of the
information. Labeling the prior year summarized financial information for comparative purposes only without further disclosure in the notes to financial
statements would not constitute the use of an appropriate title.
3.56 An example of a note to the financial statements6 that describes the nature of the prior period(s) information would be as follows:
The financial statements include certain prior year summarized comparative information in total but not by net asset class. Such information does not
include sufficient detail to constitute a presentation in conformity with GAAP. Accordingly, such information should be read in conjunction with the
Organization’s financial statements for the year ended June 30, 20PY, from which the summarized information was derived.
3.57 When an NFP presents summarized prior-year financial statements that do not include sufficient detail to constitute a presentation in conformity with
GAAP, FinREC recommends including all the disclosures required by GAAP for the prior year.
5
6

Chapter 14, ”Reports of Independent Auditors,” of the guide discusses auditors’ reports on comparative financial information.
Because the note discusses information that does not pertain to the current-period financial statements, the note is not considered to be part of the current-period financial statements.

Excerpt From Chapter 5, "Contributions Received and Agency Transactions"
[Paragraph 5.222 is reprinted as follows.]

ILLUSTRATIVE DISCLOSURES
5.222 The following section provides examples of notes to financial statements that illustrate some of the disclosures discussed in this chapter.
EXAMPLE 1—DONOR-IMPOSED RESTRICTIONS
NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
All contributions are considered to be available for unrestricted use unless specifically restricted by the donor. Amounts received that are designated for future
periods or restricted by the donor for specific purposes are reported as temporarily restricted or permanently restricted support that increases those net asset
classes. However, if a restriction is fulfilled in the same time period in which the contribution is received, the NFP reports the support as unrestricted.
EXAMPLE 2—PROMISES TO GIVE
NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Unconditional promises to give that are expected to be collected within one year are recorded at net realizable value. Unconditional promises to give that are
expected to be collected in future years are recorded at fair value, which is measured as the present value of their future cash flows. The discounts on those
amounts are computed using risk-adjusted interest rates applicable to the years in which the promises are received. Amortization of the discounts is included in
contribution revenue. Conditional promises to give are not included as support until the conditions are substantially met.
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NOTE Y: PROMISES TO GIVE
Included in ”Contributions Receivable” are the following unconditional promises to give:
Capital campaign
Restricted to future periods
Unconditional promises to give before unamortized discount and allowance
for uncollectibles
Less: Unamortized discount
Subtotal
Less: Allowance for uncollectibles
Net unconditional promises to give
Amounts due in:
Less than one year
One to five years
More than five years
Total

20X1
$1,220
795

20X0
$ 530

2,015
(180)
1,835
(150)
$1,685

530
(24)
506
(30)
$ 476

$1,220
725
70
$2,015

Discount rates ranged from 4 percent to 4.5 percent and from 3.5 percent to 4 percent for 20X1 and 20X0, respectively.
In 20X0, the NFP received $650 for a capital campaign, which must be returned if the NFP does not receive $1,300 in donations to the capital campaign. The
$650 received was recorded on the 20X0 statement of financial position as a refundable advance. In 20X1, the NFP received $500 in cash donations and $865 in
unconditional promises to give to this campaign. As a result, the $650 was recognized as temporarily restricted contributions in 20X1.
In addition, the NFP received the following conditional promises to give that are not recognized as assets in the statements of financial position:
20X1
$ 100

Conditional promise to give upon the establishment of a library program
Conditional promise to give upon obtaining $2,500 in unconditional promises to
give to the capital campaign

20X0
$100

5,000

[The following disclosure is encouraged but not required.]
The NFP received an indication of an intention to give from an individual long-time donor. The anticipated gift is an extensive collection of pre-Columbian
textiles with great historical and artistic significance. The value of this intended gift has not been established, nor has the gift been recognized as an asset or
contribution revenue.
EXAMPLE 3—ACCOUNTING POLICY FOR CONTRIBUTED PROPERTY AND EQUIPMENT
NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Contributed property and equipment is recorded at fair value at the date of donation. In the absence of donor stipulations regarding how long the contributed
assets must be used, the NFP has adopted a policy of implying a time restriction on contributions of such assets that expires over the assets’ useful lives. As a
result, all contributions of property and equipment, and of assets contributed to acquire property and equipment, are recorded as restricted support.
OR
Contributed property and equipment is recorded at fair value at the date of donation. If donors stipulate how long the assets must be used, the contributions are
recorded as restricted support. In the absence of such stipulations, contributions of property and equipment are recorded as unrestricted support.
EXAMPLE 4—CONTRIBUTED SERVICES
The NFP recognizes contribution revenue for certain services received at the fair value of those services. Those services include the following items:
Home outreach program:
Salaries:
Social work interns—261 and 315 hours at $12.00 per hour
Registered nurse—200 and 220 hours at $15.00 per hour
Total salaries
Management and general:
Accounting services
Total contributed services

20X1

20X0

$ 3,132
3,000
6,132

$ 3,780
3,300
7,080

10,000
$16,132

19,000
$26,080

In addition, approximately 80,000 hours, for which no value has been assigned, were volunteered by tutors in the home outreach program.
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EXAMPLE 5—BENEFICIAL INTEREST IN ASSETS HELD BY OTHERS
In 19XX, the NFP transferred $1,000,000 from its investment portfolio to the Any Town Community Foundation to establish an endowment fund. Under the
terms of the agreement, in the first quarter of each year, the NFP receives a distribution equal to the investment return generated by the transferred assets
during the prior year. The NFP can withdraw all or a portion of the original amount transferred, any appreciation on those transferred assets, or both, provided
that a majority of the governing boards of the NFP and the Foundation approve of the withdrawal. At the time of the transfer, the NFP granted variance power
to the Foundation. That power gives the Foundation the right to distribute the investment income to another not-for-profit entity of its choice if the NFP ceases
to exist or if the governing board of Any Town Community Foundation votes that support of the NFP (a) is no longer necessary or (b) is inconsistent with the
needs of the Any Town community. At June 30, 20X1, the endowment fund has a value of $1,234,567, which is reported in the statement of financial position as
beneficial interest in assets held by others.
EXAMPLE 6—GIFTS IN KIND ACCOUNTING POLICY NOTE
Gifts in kind: The NFP receives gifts in kind, such as medical equipment, prescription drugs, and other medical supplies for use in treating disaster victims. Gifts
in kind revenue is recognized in circumstances in which the NFP has sufficient discretion over the use and disposition of the items to recognize a contribution in
conformity with FASB ASC 958-605-25. Accordingly, the recognition of gifts in kind revenue is limited to circumstances in which the NFP takes constructive
possession of the gifts in kind and the NFP is the recipient of the gift, rather than an agent or intermediary (as defined by accounting standards). Gifts in kind
received through donations are valued and recorded as revenue at their fair value at the time the contribution is received.
In circumstances in which the NFP is functioning as an agent or intermediary with respect to the gifts in kind, the NFP reports an asset and corresponding
liability measured at the fair value at the earlier of the time the goods are promised or received from the resource provider, and until the NFP remits the gifts in
kind to the ultimate beneficiary.
In circumstances in which the NFP distributes gifts in kind as part of its own programs, it reports an expense, which is reported in the functional classification for
the program in which the gifts in kind were used. Although it is the NFP’s policy to distribute gifts in kind as promptly as possible, the NFP may hold some gifts
in kind at year-end. Undistributed gifts in kind at year-end are reported as inventory. Inventory is valued at the lower of cost or fair value (cost is determined as
fair value at the date of gift plus any costs incurred).
EXAMPLE 7—GIFTS IN KIND INVENTORY
Undistributed gifts in kind inventory, beginning of year
Gifts in kind:
Donations
Agency transactions
Labor costs added
Obsolete inventory written off
Gifts in kind distributed:
Used in NFP’s programs
Distributed to other NFPs:
Contributions
Agency transactions
Undistributed gifts in kind inventory, end of year

Medical
Equipment
$ 10,000

Prescription
Drugs
$ 5,000

Other Medical
Supplies
$ 15,000

150,000
50,000

175,000

125,000

(5,000)

Total
$ 30,000

45,000
(1,000)

450,000
50,000
45,000
(6,000)

(40,000)

(80,000)

(115,000)

(235,000)

(75,000)
(50,000)
$ 40,000

(90,000)

(40,000)

$ 10,000

$ 29,000

(205,000)
(50,000)
$ 79,000

The donations were received from the following sources:
Source
U.S. Agency for International Development
U.S. Department of Agriculture
Total government
Private corporations
Other NFPs
Total donations

Total
$150,000
25,000
175,000
300,000
25,000
$500,000

Contribution
$100,000
25,000
125,000
300,000
25,000
$450,000

Agency
Transactions
$50,000
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Excerpt From Chapter 7, "Other Assets"
[Paragraph 7.28 is reprinted as follows.]

ILLUSTRATIVE DISCLOSURES
7.28 This section provides examples of notes to the financial statements that illustrate some of the financial statement disclosures concerning collection items.
EXAMPLE 1—NOT-FOR-PROFITS (NFPS) THAT CAPITALIZE COLLECTIONS
NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The organization has capitalized its collections since its inception. If purchased, items accessioned into the collection are capitalized at cost, and if donated, they
are capitalized at their fair value on the accession date (the date on which the item is accepted by the Acquisitions Committee of the Board of Trustees). Gains or
losses on the deaccession of collection items are classified on the statement of activities as unrestricted or temporarily restricted support depending on donor
restrictions, if any, placed on the item at the time of accession. Collection items are depreciated over their estimated useful lives unless they have cultural,
aesthetic, or historical value that is worth preserving perpetually, and the organization is protecting and preserving essentially undiminished the service
potential of the collection item.
EXAMPLE 2—NFPS THAT CAPITALIZE THEIR COLLECTIONS PROSPECTIVELY
NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Collection items acquired on or after July 1, 19X0: Accessions of these collection items are capitalized at cost, if the items were purchased, or at their fair value on
the accession date (the date on which the item is accepted by the Acquisitions Committee of the Board of Trustees), if the items were contributed. Gains or losses
from deaccessions of these items are reflected on the statement of activities as changes in the appropriate net asset classes, depending on the existence and
type of donor-imposed restrictions. Collection items are depreciated over their estimated useful lives unless they have cultural, aesthetic, or historical value that
is worth preserving perpetually, and the organization is protecting and preserving essentially undiminished the service potential of the collection item.
Collection items acquired prior to July 1, 19X0: Collection items purchased prior to July 1, 19X0 were recorded as decreases in unrestricted net assets. No
financial statement recognition was made for contributed collection items. Proceeds from insurance recoveries or deaccessions of these items are reflected on
the statements of activities as changes in the appropriate net asset classes, depending on the existence and type of donor-imposed restrictions.
NOTE Z: COLLECTIONS
The organization’s collections are made up of artifacts of historical significance, scientific specimens, and art objects. Each of the items is cataloged for
educational, research, scientific, and curatorial purposes, and activities verifying their existence and assessing their condition are performed continuously.
During 20X1, a significant number of American pioneer artifacts from the 1800s were destroyed while in transit to an exhibition in which they were to be
displayed. Because those items were purchased prior to July 1, 19X0, the insurance proceeds of $22,000, which reimbursed the organization in full for the
artifacts’ fair value, are reflected as an increase in unrestricted net assets on the statement of activities. No other collection items were deaccessioned in 20X1 or
20X0.
EXAMPLE 3—NFPS THAT DO NOT CAPITALIZE COLLECTIONS
NOTE X: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The collections, which were acquired through purchases and contributions since the organization’s inception, are not recognized as assets on the statement of
financial position. Purchases of collection items are recorded as decreases in unrestricted net assets in the year in which the items are acquired, or as temporarily
or permanently restricted net assets if the assets used to purchase the items are restricted by donors. Contributed collection items are not reflected on the
financial statements. Proceeds from deaccessions or insurance recoveries are reflected as increases in the appropriate net asset classes.
NOTE Z: COLLECTIONS
The organization’s collections are made up of artifacts of historical significance, scientific specimens, and art objects that are held for educational, research,
scientific, and curatorial purposes. Each of the items is cataloged, preserved, and cared for, and activities verifying their existence and assessing their condition
are performed continuously. Collection items are subject to a policy that requires proceeds from their sales to be used to acquire other items for collections.
During 20X1, a significant number of American pioneer artifacts from the 1800s were destroyed while in transit to an exhibition in which they were to be
displayed. These artifacts were contributed in 20XX, with a restriction that limited any future proceeds from deaccessions to acquisitions of artifacts from a
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similar period. As a result, the insurance proceeds of $22,000, which reimbursed the organization in full for the artifacts’ fair value, are reflected as an increase
in temporarily restricted net assets on the statement of activities. No other collection items were deaccessioned in 20X1 or 20X0.

Excerpts From Chapter 13, "Expenses, Gains, and Losses"
[Paragraphs 13.44 and 13.129 are reprinted as follows.]
13.44 Paragraphs 13–15 of FASB ASC 958-225-55 illustrate three ways in which the not-for-profit entity (NFP) could display the results of the special event as
part of its statement of activities, as follows:
Case A
Changes in unrestricted net assets:
Contributions
Special event revenue
Less: Costs of direct benefits to donors
Net revenues from special events
Contributions and net revenues from special events
Other expenses:
Program
Management and general
Fundraising
Total other expenses
Increase in unrestricted net assets
Case B
Changes in unrestricted net assets:
Revenues:
Contributions
Special event revenue
Total revenues
Expenses:
Program
Costs of direct benefits to donors
Management and general
Fundraising
Total other expenses
Increase in unrestricted net assets
Case C
Changes in unrestricted net assets:
Contributions
Dinner sales
Less: Costs of direct benefits to donors
Gross profit on special events
Contributions and net revenues from special events
Other expenses:
Program
Management and general
Fundraising
Total other expenses
Increase in unrestricted net assets

$200
100
(25)
75
275
60
20
35
115
$160

$200
100
300
60
25
20
35
140
$160
$270
30
(25)
5
275
60
20
35
115
$160

13.129—APPENDIX D: EXAMPLES OF DISCLOSURES
1. Example 20 (paragraphs 167–170) of Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 958-720-55 illustrates the
disclosures discussed in FASB ASC 958-720-50-2 (paragraphs 13.111–.112). Case A shows the required and encouraged information in narrative format. Case B
reports that information in tabular format, as well as information concerning joint costs incurred for each kind of activity by functional classification, which is
neither required nor encouraged, but which is not prohibited.
CASE A: NARRATIVE FORMAT
NOTE X. ALLOCATION OF JOINT COSTS
In 20XX, Not-for-Profit Entity B conducted activities that included requests for contributions as well as program and management and general components.
Those activities included direct mail campaigns, special events, and a telethon. The costs of conducting those activities included a total of $310,000 of joint
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costs, which are not specifically attributable to particular components of the activities (joint costs). [Joint costs for each kind of activity were $50,000, $150,000,
and $110,000 respectively.] These joint costs were allocated as follows.
Fund-raising
Program A
Program B
Management and general
Total

$180,000
80,000
40,000
10,000
$310,000

Note that the bracketed sentence is a disclosure that is encouraged but not required.
CASE B: TABULAR FORMAT
NOTE X. ALLOCATION OF JOINT COSTS
In 20XX, Not-for-Profit Entity B conducted activities that included appeals for contributions and incurred joint costs of $310,000. These activities included direct
mail campaigns, special events, and a telethon. Joint costs were allocated as follows.
Fund-raising
Program A
Program B
Management and general
Total

Direct
Mail
$40,000
10,000
$50,000

Special
Events
$ 50,000
65,000
25,000
10,000
$150,000

Telethon
$ 90,000
5,000
15,000
$110,000

Total
$180,000
80,000
40,000
10,000
$310,000

Note that shading is used to highlight information that is not required, encouraged, or prohibited. However, not-for-profit entities may prefer to disclose it.
Disclosing the total joint costs for each kind of activity ($50,000, $150,000, and $110,000) is encouraged but not required.
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